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“Rp R” and “B Cr 


Some cautions against accepting rolling readjustment as a full 


replacement for the business cycle 


ness conditions in the past five years has been 

“rolling readjustment.” If that sonorous phrase 
is defined to mean offsetting trends in major industries 
or sectors, it is certainly true that business rolled and 
readjusted in 1951 and early 1952; and that it rolled 
again from late 1955 to early 1957. During the pro- 
nounced expansion of business after the steel strike of 
1952, and continuing into the contraction from mid-1953 
to early 1954, the business cycle made a brief, although 
on the whole unimpressive, appearance. And from late 
1954 to late 1955, the upside of the cycle showed up 
rather impressively. 

Business history from 1951 to 1956 thus appears to 
have consisted of periods of rolling readjustment (here- 
inafter referred to as rr) alternating with brief encoun- 
ters with the business cycle (hereinafter referred to as 
bc). Thus far in 1957, there has been no general trend 
of business—that is, no bc. But neither has there been 
anything much in the way of rr. In the last three quar- 
ters, the great majority of industries have experienced 
nothing more than what one Federal Reserve economist 
has described as “violent sideways movements’: one 
would be hard put to draw up a list of significant off- 
setting trends in 1957. And it is hard to justify the use 
of the term “readjustment” unless something has gone 
down. 


()= OF THE more recurrent descriptions of busi- 


Theory Is Something More 


After five years of growing acceptance, rr has tended 
to become a forecasting option open to the analyst: he 
can hang his forecast on expansion, or contraction, or 
rr. In the fall of 1957, moreover, there are at least some 
superficial indications that we are about to roll again. 
It is, accordingly, time to take another look at rr, and 
the propositions that underlie it. Has it been a good 
description of the past? Is it a complete, projectible de- 
scription, or does its validity depend on certain con- 
ditions not indicated in its definition? Do present con- 
ditions conform sufficiently to the past to make rr a 
likely development for the future? 

If rr means offsetting uptrends and downtrends, the 
business analyst should use the term with discretion— 
in fact, with caution. At this point it is necessary to 
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distinguish between economic history and a set of useful 
theoretical guides for the analyst. The business cycle 
itself has certainly been muted in recent years, and as 
a description of what has happened rr has often been 
better than bc. But no satisfactory general explanation 
of why a free enterprise system should systematically 
generate offsetting trends has yet been developed, while 
there are plenty of obvious theoretical nuggets, inside 
and outside textbooks, explaining why such a system 
should be expected to generate a consensus of reinforcing 
trends, now upward and then downward. To illustrate, 
nobody knows why a downtrend in the automobile in- 
dustry should cause an uptrend in capital goods indus- 
tries, even though the two were present together in 
1956. Everyone, with a little thought, can discover 
good reasons why a downtrend in autos should pre- 
cipitate or contribute to downtrends in capital goods. 
For 1956, rr is thus a historical description, but not 
a theory. History has taken one side of the debate on 77, 
and theory the other—a separation that is hardly rare 
in economics. Today’s optimist about the stability of 
aggregate business conditions draws his opinion from 
the facts of the past five years; today’s caution comes 
from the absence of a theory explaining the facts, and 
the existence of theory running counter to the facts. 


Reconciling Fact and Theory 


Under certain conditions, however, fact and theory 
in the case of rr can be reconciled. In the special case of 
scarcity of resources, rr becomes a projectible theory of 
business conditions, as well as a description. If, for ex- 
ample, both consumer industries and capital goods in- 
dustries are bidding for a fixed and inadequate supply 
of steel, an ensuing decline in demand from consumer 
industries frees steel for capital-goods industries. Hence, 
a downtrend in production in one sector is systemati- 
cally offset by a rise in production in the other sector. 
Similarly with defense: a decline in defense bidding for 
scarce raw materials frees them for civilian use. 

The limitation on output that will produce this result 
need not be a raw-materials limitation; manpower 
scarcity in 1951 and early 1952 was certainly intimately 
related to the rr of those years, as defense production 
absorbed labor released by declines in the civilian sector. 
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Spending by Sector 


In the past year, personal consumption and government outlays 
have advanced together. Business investment has moved 
erratically, but only because of a sudden downward shift of 
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And a monetary ceiling, too, can produce rr: in 1956, 
the overwhelming demand for funds on the part of the 
corporate sector for plant and equipment expansion 
drained funds from the mortgage market, and a sharp 
expansion in the first set of activities was accompanied 
by a sharp contraction in the other set. 


Well within the Limits 


This is not to say that business conditions have been 
bumping against one or another of the capacities men- 
tioned above without interruption in the past five 
years. Certainly by early 1954 there was no scarcity of 
materials, or of manpower, or of money. But it is true 
that, in general, we have dwelt well within the city 
limits of full resource-employment throughout the post- 
war years. Not much of an upturn from the very mild 
recessions of the postwar years has ever been necessary 
to reinstate some of the conditions of scarcity. Frictions 
and lags in the mobility of resources have doubtless ac- 
counted for the occasional periods of underutilization of 
resources. In 1951, for example, and again in early 1956, 
inventories of steel were actually rising at the very time 
that structurals, heavy plate and oil-country goods were 
critically scarce because of imbalances in fabricating 
capacity. 

The proposition that rr is a phenomenon closely re- 
lated to a ceiling of activity—be it a manpower ceiling, 
a raw-materials ceiling, or a money ceiling—is a key to 
the theoretical, projectible part of rr. The question then 
becomes whether this essential condition of rr can be 
assumed to exist now, and in the next twelve months. 

By all the available indications, one can hardly argue 


inventory demand in early 1957. Since mid-1956, there has 
been no significant amount of ‘‘rolling reodjustment,”’ nor 
has there been any dominant sector 
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that raw materials have been an effective limit on na- 
tional output, or output in any major industry, in the 
past six months. Nor are they likely to be at all scarce 
over the next year. Similarly with manpower: while un- 
employment has been in a low range throughout the 
past year, it has been somewhat higher than in the pre- 
ceding year, both in absolute numbers and as a percent- 
age of the civilian labor force. And hours of work have 
declined significantly in hard-goods manufacturing, 
soft-goods manufacturing and retail trade. 
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Puzzle: Which Way Do Eight Sensitive Business Indicators Point? 
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After a temporary increase in June, THE CONFER- 
ENCE Boarp’s diffusion index fell in July and August. 
Preliminary estimates put the August index at —1.42. 

The decline in the two summer months reflected fur- 
ther weakness in steel production, new orders for dura- 
bles, average hours worked in durables industries, and 
freight carloadings. Continued increases in August 
appeared for housing starts and spot commodity prices. 
Eight of the twelve indicators comprising the index de- 
creased and four rose. 

The diffusion method of summarizing the behavior of 
a large number of individual indicators is described in 
the Board’s Technical Paper Number 5, “Cyclical Diffu- 
sion: A New Tool for Business Analysis.”’ A revision of 
the original index, as described in the Technical Paper, 
appeared in the May, 1957, issue of The Business Record. 


Money, on the other hand, has grown increasingly 
scarce over the past year. Most construction analysts 
attribute the decline of residential building activity to 
financing difficulties created by the heavy demand for 
plant and equipment funds impinging on a fixed supply 
of total funds. Any release of funds from the plant and 
equipment sector thus suggests at least a temporary rise 
in the residential building industry. There are some 
signs that this particular roll—down in capital goods, 
up in residential building—is beginning to develop. 
(How long it may last, and how far it will go, depends, 
of course, on the underlying demand situations in the 
two markets.) 


But this would appear to be as far as one should go in 
making use of rr as a forecast for the future. In the past 
year, the American economy seems to have been emerg- 
ing steadily from an era of scarcity into an era of abun- 
dance. Apart from any stored-up demand in residential 
construction, the behavior of markets over the past 
year suggests no limit other than demand itself. And 
the foreseeable changes in demand over the next year 
do not suggest any renewed taxing of our national 
capacity to produce. 

More than anything else, it is this sense of abundance 
that has created the present wave of misgivings about 
the year ahead. It has given the immediate outlook 
some of the aspects of a race against time—particularly, 
a race between the rate of consumption and the rate of 
business investment. Large numbers of experienced ob- 
servers of business conditions are now arguing that un- 
less consumption rates improve materially and fairly 
promptly, the rate of business investment in new pro- 
duction facilities will decline materially, and fairly 
promptly. This brings the retail trade statistics and the 
capital expenditures statistics into a close and critical 
relationship that is precisely the reverse of rr. Far from 
expecting a tendency for offsetting trends, analysts are 
expecting that if retail trade even fails to improve, 
capital spending will deteriorate, and that if and as 
capital spending begins to head down in earnest, the 
possibility for improvement in retail trade will rapidly 
disappear. 


On Retail Trade 

One of the statistical paradoxes of the late summer 
and early fall has been the contrast between the avail- 
able figures on retail trade, and other available in- 
formation on the strength of retail markets and con- 
sumer industries generally. Judging from Department 
of Commerce figures on retail store sales, consumers 
have been in an extraordinarily free-spending mood ever 
since spring. Total retail store sales, seasonally adjusted, 
rose steadily from April to August, and at a very con- 
siderable rate. The bulk of this advance has occurred 
in nondurables lines, where the total increase from 
March to August has amounted to about 8%. In the 
same period, sales of durable goods stores have increased 
a little less than 4%. 

Among nondurables, the strongest categories have 
been department stores and other general merchandise 
outlets. It may be noteworthy that recent revisions in 
the retail trade estimating procedure (the sample for 
which has been updated from 1948-Census bench marks 
to 1954-Census bench marks) particularly involve these 
categories of the retail trade total. This fact, plus the 
unavailability of full-scale revisions of back data for 
these categories, has precipitated a great deal of second 
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guessing with respect to the significance of the uptrend. 

Another reason for the second guessing is the possi- 
bility, which is fairly raised by the actual statistics, 
that the uptrend reflects, at least in part, a developing 
change in the seasonal pattern of retail trade. Measuring 
from March to July, for example, Commerce Depart- 
ment seasonally adjusted sales figures for general mer- 
chandise stores have risen in every year since 1952. The 
7% increase now shown in the 1957 figures was equaled 
in 1955; in the remaining four years of the period, the 
increase ranged from 3% to 5%. Something like the 
same seasonal alteration may have occurred in the 
Federal Reserve’s seasonally adjusted department-store 
sales figures—the 5% increase from March to July of 
1957 was equaled in the same period of 1956 and 1954, 
and substantially exceeded in 1955. 

In recent months, chain-store sales—which are re- 
ported directly and without seasonal adjustment by the 
stores themselves—have also shown excellent perform- 
ance. In August, percentage gains over a year ago 
amounted to 8% or 9%, as compared with gains of 
about 6% in the preceding seven months. But here, too, 
there are grounds for doubt—not involving the figures 
themselves, but their significance. Many of the chains 
reporting their figures have been gaining competitive 
position in their markets through expansion in the num- 
ber of outlets. 

With all of the doubts taken account of, one is in- 
clined to view the retail sales picture as relatively strong 
in itself, but not necessarily strong enough to sub- 
stantially influence general business conditions in an 
upward direction, and probably not strong enough to 
work a major change in capital spending plans of manu- 
facturing industries. 


Capital Goods Trend 


The other side of the retail trade and capital goods 
equation presents less difficulties for the analyst. The 


“Business spending on new plant and equipment has 
been very unstable up to recent times. During the 
Great Depression, such spending fell by 75% between 
1929 and 1932. Between 1937 and 1938 it fell by 42%. 
In contrast, between 1948 and 1949 the reduction was 
13%, and between 1953 and 1954 it was under 6%. The 
greater stability of capital spending during the last two 
periods of cyclical contraction is a noteworthy tendency. 
It helps to explain why more recent economic recessions 
were comparatively mild.’—‘“‘Can Prosperity Be Sus- 
tained?” by Neil H. Jacoby, Henry Holt and Company, 
Inc., 1956. p. 112 
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Commerce Department survey (taken in late July and 
August) of businessmen’s expectations for plant and 
equipment spending pointed to a virtual plateau in the 
last half of this year. By putting altogether undue 
weight on fractional changes in the series, one could 
interpret the trend of plant and equipment spending at 
the end of 1957 as being tilted slightly downward. Of 
the seven separate components of the series provided 
on a seasonally adjusted basis, two are expected to be 
lower in the fourth quarter than they were in the first 
quarter, four are expected to be lower in the fourth 
quarter than in the second quarter, and five are expected 
to be lower in the fourth quarter than in the third quar- 
ter. Moreover, all components of the total for the third 
quarter were revised downward from the anticipated 
figure reported three months earlier; the total downward 
revision amounted to about 2%. Since the last survey 
was taken, it is possible that the general sobering of 
business sentiment, and the substantial decline in se- 
curities prices, have induced further delays and can- 
cellations in those capital spending plans which are not 
yet too far advanced to be changed. And judging from 
the last figures reported by THE CoNFERENCE Boarp’s 
survey of capital appropriations, a significant abate- 
ment in the rate of formation of new plans has already 
occurred. 


Anticipating Anticipations 


The appearance (in mid-December) of the next quar- 
terly Commerce survey of plant and equipment spend- 
ing—which will provide a final estimate of third-quarter 
spending, a revised but still preliminary estimate for the 
fourth quarter, and an initial estimate for the first 
quarter of 1958—is now clearly an occasion to note on 
the analyst’s calendar. Even moderate downward re- 
visions in the figures for the last two quarters of the 
year would put the peak in this series at mid-1957, and 
it is altogether possible that the initial estimate for the 
first quarter of 1958 will be below the levels of the esti- 
mates for late 1957. The figures may thus point to a 
slight—but already prolonged, and perhaps accelerating 
—decline in the volume of spending for plant and equip- 
ment. (This is, of course, anticipating anticipations 
data, a procedure that is not recommended except for 
the most exploratory and contemplative purposes.) Two 
valuable clues to the course of the Commerce series on 
plant and equipment spending will become available in 
November, when Tue ConrERENCE Boarp will publish 
figures on third-quarter capital appropriations, and the 
McGraw-Hill annual survey of anticipated capital 
spending for 1958 will be released. 

AuBert T. SomMMERS 
Division of Business Analysis 


Quarterly review from our Montreal office indicates 


MIXED BUSINESS TRENDS IN CANADA 


buoyant in Canada than in the United States in 

1957. For example, gross national product in the 
United States increased 2% from a seasonally adjusted 
annual rate of $426 billion in the fourth quarter of 1956 
to $434 billion in the second quarter of 1957. Although 
price increases accounted for a major part of this ad- 
vance, there was perhaps a slight volume gain over this 
period. In the same comparison, Canada’s gross national 
product at market prices actually fell almost 1% from a 
seasonally adjusted annual rate of almost $30.9 billion 
to $30.7 billion. And since price increases also occurred 
in Canada during this period, there was at least a modest 
decline in the volume of Canadian GNP. This pattern 
of change perhaps lends some credence to the view that 
since the business expansion in .1955 and 1956 was so 
much more vigorous in Canada than in the United 
States the subsequent readjustments may tend to be 
more concentrated in Canada. 


GB trora trends have been considerably less 


A Pattern of Readjustment 


In any event, there is no longer any doubt that a 
fairly widespread pattern of readjustments is now under 
way in Canadian industry that is coinciding both with a 
reversal in last year’s agricultural recovery and with a 
rather unusual and perhaps temporary curtailment of 
consumer spending. It must be emphasized, however, 
that during the past few months there has continued to 
be strong and even rising business activity at many 
points in the economy, and that the declines now visible 
have generally been small. It is essentially a period of 
mixed trends in which the contractions have slightly 
outweighed the remaining increases to bring a small dip 
in over-all business activity. 

It becomes very difficult during a period of relatively 
small changes in the key business indicators not only to 
appraise current trends with assurance or precision but 
also to appraise business prospects for the months im- 
mediately ahead. Most of the business indicators are 
based to some extent on estimation procedures and are 
subject to subsequent revision. Any general upward 
revision, even if slight, among the indicators for 1957 
could make the economy look much more buoyant than 


currently appears. Conversely, any general downward 
revision could produce a clear-cut pattern of business 
recession. At the moment it is possible to say only that 
Canada has obviously come to the end of the 1955-1956 
phase of exceptionally rapid economic expansion. At the 
same time, the long-term growth prospects of the 
economy remain bright. 


Recent Business Trends 


At $30.7 billion, GNP in the second quarter was 
virtually unchanged from the first quarter, at least in 
terms of current dollars. But the national accounts show 
second-quarter declines for consumer spending, new 
residential construction, business outlays for new ma- 
chinery and equipment, inventory accumulation, and 
both exports and imports of goods and services. Only 
two major components of gross national expenditure 
show an advance in this quarter— business expenditures 
for new nonresidential construction and government 
outlays for goods and services. This pattern suggests a 
rather widely diffused loss of buoyancy through the 
major sectors of the economy. 

This loss of buoyancy is also clearly apparent among 
the more detailed series of monthly and quarterly busi- 
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Canadian Economic Indicators 
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ness indicators. Total industrial production fell about 
3% from its February peak to June (the latest month for 
which official data are available at the time of writing). 
Small declines have been widespread among the compo- 
nents of the industrial production index, only the mining 
component and two of the sixteen manufacturing com- 
ponents reaching new peaks in the second quarter of 
this year. Total retail sales, on a seasonally adjusted 
basis, fell about 5% from the first quarter to the second 
quarter. 


A Forty-year High 


Total employment has been relatively well main- 
tained in the face of the small over-all declines in pro- 
duction and sales, but there has been a relatively rapid 
expansion in the labor force, partly as a result of the 
highest rate of immigration in more than forty years. As 
a consequence, unemployment has risen sharply, the 
seasonally adjusted index for July being 45% above the 
very low monthly average for 1956. 

Total corporate profits before taxes dipped slightly 
lower in the second quarter, continuing the slow decline 
since the second quarter of 1956. Business inventory 
accumulation has continued, but at a more gradual 
pace, bringing the over-all inventory-shipments ratio in 
manufacturing (after due allowance for seasonal factors) 
to the highest level since 1954. And as indicated in the 
last Canadian review in this publication, the more re- 
cent build-up in inventories in a number of important 
manufacturing industries is relatively greater in finished 
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goods than in raw materials or goods in process of 
production.! 


The Decline in Consumer Spending 


The small decline in consumer spending indicated for 
the second quarter is a rather unusual development. On 
only one other occasion during the past decade—in the 
third quarter of 1951—has consumer spending failed to 
show some gain over the preceding quarter. Gains oc- 
curred even during Canada’s “business pause” in 1949 
and the mild recession of 1953-1954. A decline in con- 
sumer spending for durable goods is more than entirely 
responsible for the over-all decline in consumer spend- 
ing. This is attributable in part to some weakness in the 
automobile market and to reduced spending on house- 
hold durables associated with the decline in housing 
completions. But along with the decline in durables, the 
rates of increase in consumer spending for both nondur- 
ables and services slowed down sharply. Indeed, the 
increase for services was the smallest quarterly gain 
since the third quarter of 1948. Moreover, given the fact 
that there has been an accentuated rise in the prices of 
many consumer services, the extraordinarily small 
second-quarter rise in dollar terms perhaps obscures a 
slight decline in real terms. 

As in the case of industrial production, the decline in 
retail sales appears to have been widely diffused among 
the components officially reported in seasonally adjusted 


1 See “Business, Prices and Money in Canada,” in the August, 
1957, issue of The Business Record 
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form. Although there have been major reductions in 
automotive sales, the over-all pattern of change indi- 
cates a marginal loss of strength at many points rather 
than dominating weaknesses in a few lines. 

Behind these consumer spending developments has 
been a continued high level of employment, accompa- 
nied by a rise in labor income. In terms of their effects 
on labor income, wage increases have slightly more than 
offset reduced overtime work and increased part-time 
work (as shown, for example, in the reduction in average 
hours of work per week in manufacturing). 

The farm sector of the Canadian economy is failing to 
show the strength that had earlier been expected, at 
least in some important respects. Indeed, weakness in 
the agricultural sector accounts for a major part of the 
decline in the volume of GNP in 1957. Moreover, cash 
farm income, after touching the highest point in several 
years during the first quarter of this year, declined 
during the second quarter. 

Adverse weather conditions have sufficiently altered 
the prospects for Canada’s principal field crops during 
the past few months to make it likely that the average 
yield per acre will be lower than the past ten-year 
average for at least eight out of ten of these main crops, 
including wheat, oats, barley and flaxseed. At the same 
time, despite the prospects for a decline of almost 40% 
in the wheat crop from last year, Canada’s wheat con- 
gestion problems are more pressing than ever. Not only 
was there a record carry-over of unsold wheat at the 
end of the crop year on July 31, 1957, but Canadian 
export shipments of wheat are now sagging badly. This 
sag is attributable partly to relatively large crops and 
strong inventory positions in many wheat-growing and 
wheat-importing countries, and partly to the impact 
of United States wheat disposal practices. 


Areas of Strength 


Looking at the economy in broad perspective, it 
would appear that the areas of strength are concen- 
trated primarily in the service industries, while the 
various elements of weakness are concentrated mainly 
among the commodity-producing industries, particu- 
larly the durable goods industries. In the case of produc- 
tion, for example, there have been declines in all major 
durables components—wood products, transportation 
equipment, nonferrous metals and products, electrical 
apparatus and supplies, nonmetallic mineral products, 
and more recently iron and steel products. 

However, the nondurable goods industries have also 
shown some loss of strength: in the second quarter of 
1957, only two of the ten major nondurable goods 
groups reached new production peaks—leather products 
and chemicals. All the other eight—foods and beverages, 


tobacco, rubber, primary textiles, clothing, paper prod- 
ucts, petroleum and coal products and printing and 
publishing —were below previous quarterly peaks. 

But there are, of course, many exceptions to the above 
generalization regarding the service and commodity 
industries. Relatively strong trends in nonresidential 
construction have generated strong markets for some 
related industries, and there continue to be a number of 
special strengths among the commodity-producing in- 
dustries—for example, in uranium and nickel, segments 
of the heavy transportation equipment industry, and as 
already noted in the leather and chemical industries. On 
the other hand, declines have emerged at some points in 
the service industries (for example, railroad transporta- 
tion and electric power consumption), along with the 
loss of forward momentum in consumer spending for 
services. 


Investment Trends 


Nonresidential construction expenditures in the sec- 
ond quarter rose sufficiently to more than offset declines 
both in residential construction and in business spending 
for new machinery and equipment. This brought gross 
domestic investment in durable fixed assets to a new 
peak slightly above the fourth quarter of 1956. 

There appears little doubt, however, that total invest- 
ment spending is not measuring up to the investment 
intentions reported by the Department of Trade and 
Commerce in its mid-year review of the investment 
outlook. Capital investment (including housing) was 
estimated at $7,407 million for 1957 in this report, up 
3% from the $7,173-million figure reported in the initial 
survey of investment intentions at the beginning of this 
year. In the first and second quarters, capital invest- 
ment actually ran at seasonally adjusted annual rates of 
$6,944 million and $7,072 million, respectively. The 
average rate during this six months was virtually 
unchanged from the record rate of $7,012 million 
reached at the end of 1956. In the second half of 1957, 
capital spending would therefore have to advance al- 
most 6% above the rate in the first half to achieve the 
midyear outlook figure. Such an achievement will be 
most difficult without a reversal of the recent declines in 
outlays for new residential construction and for new 
machinery and equipment. Indeed, if these latter aggre- 
gates should decline further in the second half of 1957, 
capital spending could conceivably undershoot even the 
original $7,173-million estimate of 1957 investment 
intentions. 

To date, there has been no substantial evidence of 
postponements or stretch-outs of investment projects of 
the kind that would permit ready identification of any 
particular points of difficulty. But there has reportedly 
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been a marked reduction in the initiation of new 
projects, and in the development of concrete plans for 
the initiation of new projects in the months immedi- 
ately ahead. Although the backlog of uncompleted busi- 
ness investment remains high, a stepped-up flow of new 
initiations will be necessary if business investment in 
1958 is to be sustained. 

In the case of housing, while there was a pickup in the 
rate of housing starts in the second quarter, apparently 
partly as a result of the special Bank of Canada arrange- 
ments to facilitate a larger volume of mortgage financing 
through the banking system, housing completions were 
lower. Initial indications for the third quarter are not 
particularly promising as regards a reversal in the past 
year’s decline in new residential construction, and the 
federal government has recently announced that ar- 
rangements will be made for the channeling of additional 
funds into the insured-mortgage market—this time, 
involving the use of federal government funds. 

Monetary conditions have remained tight in Canada 
through the summer, if anything becoming somewhat 
tighter in some respects late in the summer. The Bank 
of Canada enlarged its portfolio of Treasury bills from 
June into August, thereby perhaps mitigating the rise 
that occurred in Treasury bill yields to a new record 
average rate of 4.08% on the three-month bill tender on 
August 21. The Bank of Canada has also enlarged its 
total government security portfolio. But these open- 
market transactions did not bring any sustained relief 
to the tight cash and liquidity reserve positions of the 
banking system, although they did prevent a rise in 
currency in circulation and in the other liabilities of the 
Bank of Canada from exerting still greater strains on the 
loan and investment operations of the banks. 


Canada’s Trade Position 


Seasonally adjusted figures for exports and imports 
show that in the latter part of 1956 and the early months 
of 1957 Canada’s trade deficit was enlarged as exports 
declined while imports held close to a record level. Since 
early 1957, however, these trends have been reversed; 
the trade balance has narrowed as imports declined and 
exports ceased falling in the second quarter. At the same 
time, the narrowing trade deficit has been accompanied 
by a widening of the payments deficit on invisible items, 
bringing a new record deficit in Canada’s current ac- 
count payments balance in the second quarter. Corre- 
spondingly, there has been a further rise in the capital 
inflow. The strength of this inflow has naturally ac- 
counted for the recent high exchange value of the 
Canadian dollar in terms of the United States dollar. 


Arruur J. R. Smita 
Economist, Canadian Office 
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Business Bookshelf 


Systems for the Ad Department—A portfolio of articles that 
have appeared in Printers’ Ink presenting methods and pro- 
cedures designed to improve the efficiency of the advertising 
department. Printers’ Ink Books, Pleasantville, New York, 
1957, 47 pages. $10.00. 


The Dynamics of Interviewing—Deals with the theory, 
principles and techniques of interviewing. The authors’ 
thesis is that a successful interviewer must first know and 
understand the psychological forces at work between the 
interviewer and the respondent. Included are a series of 
transcripts of recorded interviews drawn from medicine, 
business, and social research. By Robert L. Kahn and 
Charles F. Cannell. John Wiley & Sons, Inc., New York, 
1957, 368 pages. $7.75. 


Modern Market Research— Written largely from the stand- 
point of British users, this book presents a nontechnical 
explanation of marketing research, its methodology, and 
typical applications in business. By Mar K. Adler, Philo- 
sophical Library, Inc., New York, 1957, 158 pages. $4.75. 


Business Letters That Turn Inquiries into Sales—The author’s 
aim is to suggest ways in which the businessman can 
write better letters to his customers. Illustrated by 
numerous examples, this book covers such situations as 
handling responses to advertising, replying to product in- 
formation inquiries, and replying to customers’ service 
requests. By Ferd Nauheim. Prentice-Hall, Inc., Englewood 
Cliffs, New Jersey, 1957, 240 pages. $4.95. 


The Role of Regional Security Exchanges—Discusses the 
functions and problems of regional exchanges with special 
emphasis on the San Francisco, Los Angeles and midwest 
exchanges. James E. Walter. University of California Press, 
Berkeley and Los Angeles, 1957, 170 pages. $3.00. 


Industrial Tax Exemption in Puerto Rico—A study of the re- 
sults of tax subsidies as a means of accelerating the indus- 
trialization of an underdeveloped area. Milton C. Taylor. 
The University of Wisconsin Press, Madison, 1957, 172 
pages. $3.50. 


American Local Government and Administration—A survey 
of the development and functions of local governments 
and their relations with state and federal governments. 
Harold F. Alderfer. The Macmillan Company, New York, 
1956, 662 pages. $5.90. 


American Capitalism: The Concept of Countervailing Power— 
A revision of the first edition, which appeared in 1952, in 
which the author again advances the heresy that competi- 
tion under modern capitalism occurs not between sellers 
but rather between sellers and buyers. John K. Gailbraith. 
Houghton Mifflin Company, Boston, 1956, 208 pages. 
$3.00. 


Metropolitan Communities: A Bibliography—A _ well-organ- 
ized compilation of books, articles and reports dealing with 
the political, social and economic aspects of metropolitan 
communities. Government Affairs Foundation, Public Ad- 
ministration Service, Chicago, 1956, 392 pages. $10.00. 


\ MORE ON RELATING DURABLES ORDERS TO SALES 


N A PREVIOUS issue of The Conference Board Busi- sales. The degree of association between these two series 
I ness Record! an equation was developed which ex- was improved (r=.81) when the combined effect of two 
pressed sales volume of durables manufacturing months of new orders was related to sales instead of the 
industries in terms of new orders in the current month simple one-month-to-one-month basis (r=.77). When 
and in the three preceding months. This multiple re- calculated sales are plotted with actual sales, the magni- 
gression formula was used to calculate sales for each tude of the deviations between the series, in general, 
month from 1952 to date. Similar but not identical es- does not exceed 10%. There are two obvious exceptions, 
timating equations have been derived for some of the mid-1952 and mid-1956, when steel strikes distorted the 
major durables subindustries within the durables total. relationship and calculated sales were 75% and 50%, 
On the basis of experience obtained from examining the respectively, above actual sales. 
simple correlations of new orders and sales run on in- Starting in the second half of 1952 and continuing 
dividual industries under varying conditions of leads in through the third quarter of 1954, actual sales of the 
new orders, it was possible to select specific months of primary metals industry ran above computed sales, as 
new orders which seem to exert the greatest influence producers translated heavy ordering during the early 
on sales. New orders placed in the months with the high- stages of the Korean conflict into sales. The pattern re- 
versed itself in the closing months of 1954, when a new 
Coefficients of Correlation wave of defense ordering took place. Calculated sales 
mer’ volume in primary metals is apparently subject to an 
With New Orders Leading Sales By: Starred upward bias during periods of material scarcities, and a 
: Are Used downward bias in ensuing periods of abundant supply. 


The fear of shortages and the resulting placement of 


Ou peomatige h wig ER eteyy WF g 
Boothe Miosth Month ion Most boath Monti duplicate orders may lead to the skyrocketing of total 


(1) Toalduse Tene eee Nee owe A order volume. Capacity limitations, which restrict actual 
(2) Machinery .778 806 .890* .884* .831* 823" 804 _886 sales volume, are partially responsible for the fact that 
(3) eilbvedest ae - computed sales tend to run above actual in a given 
(4) Dane tee B14" £784" 6760 TAT 735 750856 period. After order taking has subsided, this “deficit”’ 

metal... .769* .754* .693 .709 .696 .587 .583 813 tends to be made up, as actual sales remain above cal- 


: : : ; culated sales. 
_ Note: The following are the multiple regression equations for the industry groups 
listed above: ; 

(1) Xi: =6,108-.0485 X2+.0117X3-+-.3019X4+,2700Xs5 

(2) Xi =1,450-+.0905X44-.2062X5+-.1407X6+.1678 X71 


FABRICATED METALS 


(8) X:=467-+.2116X2-+.2341X3-+.2183X4 The estimating equation which best seems to describe 
SPIES ee eR) the relationship between new orders and sales for the 
est correlation coefficients have been used as the inde- pete metals group also yields calculated sales 
pendent variables, and current sales as the dependent foie LAS a amperes to ee agi sales 
irate: , ed by the Department of Commerce. 
The accompanying table shows the coefficient/of cor- The standard error of estimate for this equation is $73 
Felation between. single montivaiicw orlers. andes million. During the period examined, actual sales devi- 
single month’s sales for component industries of dura- ated from calculated sales within a range of plus to 
bles manufacturing, and ‘also the coefficient when several rane ve It should also be noted that eo result of 
months of new orders are related to current sales simul- the multiple correlation, the coefficient of correlation 
taneously. Without exception, the degree of association ry raised to .86, from 81 when the best simple corre- 
for each of the durables subindustries, and for durables ation (new orders leading sales by one month) was 
as a whole, is improved when several months’ new orders performed. 
are taken into account. MACHINERY 
PRIMARY METALS The relative range of deviations in the machinery 


sector is approximately the same as that of the fabri- 
cated metals group. In absolute terms, the deviations 
appear to be more pronounced. The two series for ma- 
chinery sales sometimes diverge by more than $500 


In the primary metals group, new orders in the cur- 
rent and the preceding month were related to current 


1 September, 1957, p. 424 
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Actual and Calculated Sales in Three Durables Manufacturing Industries 
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On Technics 


In The Business Record of September, 1957, actual and cal- 
culated sales for total durables manufacturing were compared. 
The estimating equation used for computing the sales series 


figures calculated from the new equation pursue a course gen- 
erally comparable with the actual sales data. Whereas the 
former equation produced figures which deviated from actual 


Calculated and Actual Sales, All Durables Manufacturing 
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Sources: Department of Commerce; The Conference Board 


was based on orders and sales data of the Department of 
Commerce available in June. 

This equation, based upon monthly data from 1952 to date, 
is as follows: 


X, = 4,905 —.0167X_.+1353X34+.2590X4+.2375 Xs 
X, = sales (current month) 

X_ = new orders (current month) 

X; = new orders (current month minus one) 

X, = new orders (current month minus two) 

Xs = new orders (current month minus three) 


A new regression equation, based on recently revised monthly 
data and covering the period 1953-1957 instead of 1952-1957, 
has here been used to recalculate sales: 


X, = 6,103—.0435X_+.0117X3;-+.3019X4+.2700X5 
X, = sales (current month) 
X_ = new orders (current month) 


new orders (current month minus one) 
X4 = new orders (current month minus two) 
Xs = new orders (current month minus three) 


The chart indicates that with some exceptions the sales 


CALCULATED SALES 


1955 1956 1957 


sales by amounts ranging up to $2.4 billion in a single month, 
the maximum departure of the newly calculated series is $1.1 
billion monthly. Continuous offsetting departures appear in 
both the old and new computations during the periods running 
from late 1955 to mid-1956, and from the fali of 1956 to date. 
It would appear that a change in the mix of orders on long- 
lead-time items in the earlier of these two periods, and delays 
in converting orders into sales resulting from material scarci- 
ties, are at least partially responsible for the fact that calcu- 
lated saies ran above actual sales from late 1955 to the middle 
of 1956. Since the fall of 1956, this situation has been reversed, 
as durables producers filled orders placed several months ago. 

The two regression equations being compared here relate 
the current and the three preceding months of new orders to 
current sales in exactly the same way. Using the revised data 
and eliminating 1952 data has raised the coefficient of cor- 
relation to .93 from the former value of .85. The new standard 
error of estimate is $429 million, as compared with $709 million 
yielded by the original equation. 


ee LL 


million; in the fabricated metals, the maximum differ- 
ence is approximately $180 million. The fact that the 
level of machinery sales is more than double that of the 
fabricated metals sales may account for the difference. 

On the basis of four consecutive months of new orders 
related to current sales for machinery, a correlation co- 
efficient of .89 and a standard error of estimate of $177 
million were achieved. Extending this multiple re- 
gression equation by picking up additional adjacent 
months should improve the correlation further, since 


the values of the correlation coefficients for adjoining 
months are not too different from those that met the 
criteria for use in the regression equations. 


TRANSPORTATION EQUIPMENT 


The transportation sector alone among the durable 
goods industries does not seem to follow the established 
pattern. The simple correlation of new orders (when 
their lead has been varied from one to six months) is 
relatively low. Furthermore, the multiple regression 
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Orders and Sales in '57 


New orders in durable goods manufacturing industries 
have declined almost without interruption since late 
1956 (after adjustment for seasonal influences). The rate 
at which new orders were placed with durables manu- 
facturers in July, 1957, was about $14 billion per month, 
about $1 billion less than the year-ago rate and slightly 
below the rate in June, 1957. Most of the reduction was 
centered in transportation equipment, reflecting can- 
cellations in a number of aircraft and missile programs. 

On the other hand, sales of durable goods manufac- 
turers showed the best month-to-month improvement 
of 1957 in July. While somewhat below the peak levels 
registered during the first quarter of 1957, sales rates 
have been well maintained. 

The value of sales of hard-goods manufacturing indus- 
tries has exceeded new orders in every month this year. 
As a result, unfilled orders have been reduced by nearly 
$5 billion in the first seven months of 1957. At the end of 
July, 1957, the ratio of unfilled orders to sales was about 
four. This ratio is not substantially different from the 
average level of the past year and a half, but there has 
been a discernible downtrend in the ratio in recent 
months as manufacturers sustained their sales volume 
by drawing down their backlogs of unfilled orders. 


equation which best characterizes the relationship may 
be expected to be quite complicated. The variation in 
transportation equipment sector probably accounts 
for a major part of the total deviation in the aggregate 
of durables manufacturing. 

A forthcoming article in The Business Record will ex- 
amine the relationship between new orders and sales in 
the transportation equipment industry. The data for 
this industry seem to react differently from other 
durables subindustries because the production cycle, or 
lead time, of incoming orders varies greatly. Some 
short-lead-time goods may be manufactured in a few 
months; goods such as jet aircraft and ships may re- 
quire as much as thirty months. Another complexity of 
this subindustry is that it is subject to abrupt changes 
in mix, owing to its heavy participation in defense 
business. 

HyMANn STEINBERG 
Division of Business Analysis 


Business Forecasts 


General 


Malcolm McNair, Lincoln Filene professor of retailing at 
the Harvard Graduate School of Business Administration (as 
reported in the Women’s Wear Daily, September 20)—“ “The 
flattening-out process of business will extend into 1958,’ said 
Professor Malcolm McNair. . . . a ‘slight readjustment and 
recession may be expected the first part of next year with 
flat business prospects for the remainder of this year.’ 
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“It was pointed out, however, that since consumer income 
will remain high, figures for the fall season may well remain on 
the plus side as predicted. ‘Price increases, rather than in- 
creased transactions’ will be mainly responsible for any slight 
increase. 

“Professor McNair said that ‘retail sales in the first part of 
next year will fluctuate between a 1% decrease and a 1% 
increase.” 

““*With scant increases,’ he said, ‘retailers will find them- 
selves falling behind in profits, in as much as a 5% profit 
margin is needed to maintain healthy conditions.’ This was 
termed the cost-price squeeze. 

“However, Professor McNair believes that readjustment or 
slight recession in our economy is a necessary balancing force 
to offset ‘creeping inflation’ and serves as a preventative to 
‘galloping inflation.’ 

“He said that neither galloping inflation nor a severe de- 
pression is evident or probable. The slight inflationary tend- 
ency is a ‘structural part of our present economy’ and infla- 
tionary forces are ‘not very strong’... . 

“‘An important moderating influence, he believes, is the fact 
that ‘consumer income and spending are not so closely linked 
with industrial spending as in the past.’ ” 


John D. Wilson, vice-president, The Chase Manhattan 
Bank (The Commercial and Financial Chronicle, September 
19)—“. . . I believe that we shall see some improvement in 
coming months, but that it will not match the advance of last 
year. This, of course, still leaves business as a whole in a rela- 
tively strong position. As we look over the broad areas of final 
demand, there is no reason to expect any immediate letdown. 
On the contrary, both consumer spending and outlays of state 
and local governments may rise a bit more. But the spark that 
is needed to give the economy a considerable lift does not ap- 
pear to be present. A year ago it was provided by substantial 
inventory buying which followed the steel strike. Today the 
inventory picture is quite different. As I suggested, producers 
in most lines have not wanted to add to their stocks. Where 
inventory accumulation may actually be planned for coming 
months, it is likely to be seasonal in nature—with automobile 
producers, of course, leading the way. 

“But none of this is bearish sentiment. Quite the contrary— 
it suggests continued strong business for the immediate future. 
Why then has the stock market reacted in recent weeks as it 
has? What concerns does it reflect, at least in part, as a pos- 
sibility for the future? To answer this, I believe we need to 
broaden our horizon and look at 1958 as a whole. 1958 promises 
to be one of the most interesting years the business forecaster 
has faced in the postwar period—and one of the most hazard- 
ous!, ..% 

“The economy may well be heading toward a more general 
adjustment in 1958 than any it has experienced since 1953- 
1954. Yet when we survey the various possibilities as they ap- 
pear today, the potential adjustment in 1958 does not look to 
be a drastic one. Capital spending will be lower, and govern- 
ment outlays will provide very little, if any offset. Moreover, 
in these circumstances, inventory liquidation may eventually 
slow up and turn out to be a drag. But I doubt that these 
developments will come upon us overnight—we may be well 
into 1958 before they are too evident. 

“Tn the meantime, consumer demand could continue to be 
a source of strength—particularly if Congress and the Ad- 
ministration should decide that 1958 is a proper year for a 
tax cut. :..” 


COMPOSITION OF BUSINESS INVENTORIES 


The three-year growth in business stocks has been uneven among industries, and among stages 
of manufacture and distribution. Durables manufacturing has accounted for most of the rise 


most of the past three years, the composition of tory expansion got under way, the book value of all 
inventories now, and the pattern of growth manufacturing and trade inventories has climbed $15.5 
through the last inventory cycle, indicate the gain has billion. A look at the anatomy of the inventory rise, 


We: INVENTORIES have been rising for been far from general. Since the fall of 1954, when inven- 


Inventory-sales ratios: in manufacturing, stocks are rising as sales fall off ... 
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Ray charts: Percentage change in inventory-sales ratio from the second quarter, 1955, to June, 1957 
Sources: Department of Commerce; The Conference Board 
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however, discloses that it has been unusually selective. 
About 74% of the rise in total stocks has occurred in 
manufacturing, and over two thirds of the manufactur- 
ing rise has been in durable goods lines. Compared with 
a $11.4-billion increase in manufacturing during the 
period, retail stocks have gone up only $1.7 billion and 
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nonfarm wholesale prices have risen 10% over the past 
three years, the actual physical growth of manufactur- 
ing stocks has evidently been only about half as great 
as the book-value rise. The advance of stocks was also 
accompanied by an increase in sales—although it was 
not a proportionate increase, since it was concentrated 


- - « While sales gains are outpacing inventory increases in retailing 
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Ray charts: Percentage change in inventory-sales ratio from the second quarter, 1955, to June, 1957 


Sources: Department of Commerce; The Conference Board 


wholesale stocks $2.4 billion. To put it another way, 
durable manufacturing stocks, which now account for 
about a third of total business stocks, have accounted 
for about half the rise in business stocks in the past 
three years. 

Although total business stocks have gone up 21% 
since the fall of 1954, a number of factors have tended 
to modify the effects of the growth. The concomitant 
rise in the price level has been responsible for a large 
part of the expansion of inventory book values. Since 
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more in retailing than in manufacturing. (Part of the 
increase in sales also reflected the rise in the price level.) 


MANUFACTURING MAKES THE DIFFERENCE 


Since the middle of 1955, when the manufacturing 
inventory-sales ratio was at its trough (see chart), man- 
ufacturing stocks have gone up 24%. But sales have 
risen 11%, so that the ratio rose only 12%. The inven- 
tory-sales ratio at the start of August, at 1.87, was not 
so high as it was before the inventory liquidation of 
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1954 when it was 1.97, but it was higher than the 
“average”? level of the past four years and a good deal 
higher than at its low point of 1.64 in the middle of the 
1955 boom. 

Total manufacturing stocks were rising through the 
first half of 1956, while sales were steady. In the second 
half, the rate of growth of stocks slowed down (owing 
partly to the steel strike), sales started to rise, and the 
year ended with the ratio fairly close to the average for 
the four-year period. In the first half of 1957, sales and 
inventories followed the pattern of the first half of 1956, 
with sales steady and stocks rising. The ratio at midyear 
was halfway between the 1953-1957 average and the 
high before the 1954 recession. 


DURABLES MORE VOLATILE 


A breakdown of manufacturing inventories into dur- 
able and nondurable goods categories shows that there 
has been more volatility in sales and inventories in 
durables than in nondurables, and that the durable 
goods ratio of inventory to sales has fluctuated more 
widely from the average over the past cycle. From the 
fall of 1954 to the summer of 1955, when sales were 
rising faster than stocks, the durable goods ratio of 
stocks to sales dropped to 87% of average, while the 
ratio for nondurables reached a trough at 95% of its 
average level. More uniform movement between the two 
series has taken place in the period of generally rising 
ratios since the start of 1956. 

The inventories of the component industries of dur- 
ables and nondurables manufacturing rose at signifi- 
cantly different rates over the three-year period of 
inventory accumulation beginning in late 1954. Be- 
tween September, 1954 and midyear 1957, the book 

1 “Average” here is taken to be the median of the indexes for the 


four-year period ending in July, 1957; in half of the months the ratio 
was greater than 1.81, and in half it was less 


Growth of Manufacturing Inventories from September, 1954, 
to July, 1957 


Per Cent 
Increase 


Million 


Per Cent of 
Dollars! Total 


Tora MANUFACTURING..... 11,454 100.0 
Durable Goods............ 7,968 69.6 
ierimary metalaneeseeer 1,242 10.8 
Fabricated metal....... 690 6.0 
Machineryee eee 2,535 2.21 
Transportation......... 2,424 21.2 
Lumber and furniture. . . 307 2.7 
Stone, clay and glass.... 341 3.0 
Other durable.......... 429 3.7 
Nondurable Goods......... 3,486 380.4 
Food and Beverage. .... 403 3.5 
Tobaccosstees. door. o 158 1.4 
PLEXtiles eet wn tere 184 1.6 
Papen pei: cate ote 434 3.8 
Chemicals............. 919 8.8 
Petroleum and coal. .... 833 7.3 
Rubberte0) 2 Ake. 2184 1.9 
Other nondurable. ...... 337 2.9 


1Seasonally adjusted 
a To June, 1957 


Sources: Department of Commerce; Taz ConrHRENCE Boarp 


value of durable inventories rose 33%. The range was 
from 19% for lumber and furniture to 41% for fabricated 
metal products and transportation equipment. How- 
ever, the industries showing substantial inventory gains 
experienced relatively large sales advances. 

Nondurable goods inventories rose 19% over the 
period in question, and the variation by industry was 
much wider than it was for the durables, ranging from 
"% for textiles to 46% for the paper industry. The 
percentage sales increase for all nondurables industries 
combined was approximately the same as for inven- 
tories, but sales and inventory gains were not closely 
correlated for all industries. (A 46% inventory build-up 
in the paper industry was accompanied by a sales in- 
crease of only about 20%.) 

In the first seven months of 1957, the character of the 
growth in manufacturing stocks suggests that a portion 
of it was involuntary. While purchased materials inven- 
tories went down $500 million, goods in process rose by 
$900 million, and finished goods jumped $1.2 billion— 
most of it in hard goods. In durables industries, pur- 
chased materials declined $500 million, while goods in 
process rose $700 million and finished goods jumped 
$900 million. There was no definite improvement in 
sales to offset this expansion of finished stocks during 
the same period. 


BRIGHTER PICTURE IN RETAILING 


Retail stocks have been rising over the recent months 
of inventory accumulation. But unlike developments in 
manufacturing, retail sales have risen even faster than 
inventories, so that while the over-all inventory picture 
has deteriorated since the start of 1957, the retail com- 
ponent has actually improved. Retail stocks have been 
steady through 1957, but beginning in April retail sales 
started to improve. By midyear the inventory-sales 
ratio at retail was down to 1.43—the lowest relationship 
of the entire period since the late 1953 peak. Since the 
second quarter of 1955, when general inventory-sales 
ratios began to rise, most retail categories have actually 
improved. In durables, the ratio was off 3%; the auto- 
motive ratio rose 6%, while lumber and furniture were 6% 
and 8% lower, respectively. For nondurables as a whole, 
the ratio at midsummer 1957 was about 8% down from 
its level of mid-1955; the apparel ratio was off 12%, and 
the general merchandise category held even. 

From these figures, it does not appear that there is 
any general inventory overhang. Based on average 
ratios between sales and inventories over the past four 
years, combined retail and manufacturing stocks are not 
far out of line. But manufacturing inventories are 3% 
(about $1.8 billion) over the level suggested by their 
average relationship to sales, while retail stocks are 6% 
(about $1.6 billion) under such an implied “normal.” 
And in manufacturing it is largely the durables indus- 
tries that are the potential trouble spots. 

Wri1iaM B. FRANKLIN 
Division of Business Analysis 
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Executives Report: 


[Survey of Business Practices] 


PRODUCTIVITY GAINS, DESPITE OBSTACLES 


ticipating in this month’s survey of business 


experience report an increase in productivity in 
the past two years: 


Mics of the 119 manufacturing companies par- 


e Kighty-seven out of 107 companies reporting on 
changes in output per man-hour (or employee) indi- 
cate that levels are currently higher than those of two 
years ago (see table 1). 

e Increases in productivity within the range of 5% to 
10% are mentioned most frequently by cooperating 
companies (see table 2a). 

e Productivity is unchanged from the levels of two 
years ago, according to fourteen responding com- 
panies. 

e Only six companies report productivity declines; 
none specify a drop of more than 5%. 

e Although this sample of companies is not intended 
to be representative of industry as a whole, it is 
interesting to note that the median increase in 
productivity of 7.1% over the past two-year period 
compares with the Joint Economic Committee’s esti- 
mate of a 6.3% increase in productivity in all manu- 
facturing industries between 1954 and 1956.1 


MEASUREMENT DIFFICULTIES 


However, a number of cooperating companies report 
that measuring productivity changes with any degree of 
precision is often quite difficult. Thus the president of an 
instruments, controls and apparatus company relates 
some of the problems he has encountered in trying to 
gauge productivity: 

“On numerous occasions we have endeavored to find 
some criteria to determine whether the productivity of our 
operators is increasing, but there are so many changeable 
factors which arise that there seems no way of reaching a 
definite conclusion. Obviously, increased productivity has a 
definite relationship to capital investment and the extent to 
which it is possible to provide tools and equipment for the 
operator and thereby increase his output.” 


The president of a refrigeration machinery company 
believes that “the concept of productivity is being 
greatly overworked these days and badly evaluated. 


1 “Productivity, Prices and Incomes,” Joint Economic Committee, 
1957, p. 89 
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With changes in product design, and in materials and 
production equipment used,” he says “we doubt if any- 
thing but the vaguest idea of changes in productivity of 
employees can honestly be had. Perhaps, if one were 
making a quantity of a single product and changed 
nothing in the processes involved in its production from 
year to year, the changes and factors involved might be 
identified and evaluated.” 

This viewpoint is also shared by the controller of a 
steel company who believes that the “difficulty in meas- 
uring this important economic statistic arises from the 
constant change of products and product mix, as well as 
technological changes that inevitably occur every year 
in varying degrees in the many operations of a business 
enterprise. Also a factor is the change in the rate of 
manufacturing operations from year to year.” 


Production and Productivity 


This last point is emphasized by some survey coopera- 
tors who indicate that while the amount of incoming 
business has an important bearing on their productivity 
levels, it is debatable whether changes in output per 
man-hour stemming from changes in business volume 
can be considered as true productivity shifts. As a steel 
company controller explains it: 


“Certain employment is more or less fixed, regardless of 
the rate of operations, and when volume is high the man- 
hours per unit of product for such employees is considerably 
less than when the operating rate is low.” 


Similarly, an executive of a nonferrous metals com- 
pany, whose volume of business has increased 25% since 
1954, points out that “this increase does not require a 
fully proportionate increase in man-hours.” 

However, in other cases, for example, at one electrical 
industrial equipment company, higher productivity is 
reported to have resulted in part from “‘a lower produc- 
tion schedule which has eliminated overlapping shifts 
and the use of less experienced personnel.” 


MEASUREMENTS USED 


Of the eighty-nine respondents commenting on the 
methods they use to determine changes in company 
productivity, forty-two consider only direct production 
labor in their computations. Sixteen companies include 
both direct and indirect labor in computations but ex- 
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Table 1: Reported Changes in Productivity and Capital Investment Per Employee During Past Two Years 


See text for methods of computing productivity changes and associated problems 


Industry Co. Up Same Down Up Same Down 
% % % % 
METALS 
Aircraft and parts.... A JV / 
Bo / 29.0 
Cc 14.0 15.0 
D 2.0 4.0 
Blast furnaces 
and steel mills..... A J/ 12.7 
B 10.0 10.0 
C ve) 15.0 
D 6 ee 
E 10.0 J 
F are 2.5 
Communication 
equipment A 8.0 3.2 
Electrical industrial 
equipment........ A / 5.0 
B 10.0 22.0 
C 25 21.0 
(Hardwarescscr cere A 22.0 12.0 
B 39.0 slight 
C 3.0-4.0 ba. 
D 2.0 fi 
E 10.0 10.0 
F 6.5 VJ 
G 11.0 $1.8 
Industrial machinery— 
general. conc oaeea s A J J/ 
B Ay Vv 
C 10.0 : 20.0 
Dee Vv 
E 11.0 11.5 
F Gui! sr 
G JV Ar 
H 4.0 11.1 
I AG 5.0 
J 6.0 ae 
Industrial machinery— 
specialized........ A V/ 400.0 
B 1.8 - Ae 
C 5.0-6.0 vi 
D 10.0 8.5 
E 12.0 5.0 
F 5.0 8.5 
Instruments, controls 
and apparatus..... A 22.0 J 
B 34.0 is : 
C J/ J/ 
D / J 
E 5.0-10.0 5.0-10.0 
Tronandsteelfoundries A 3.0-5.0 oe 
B ay aie 
C_ 2.0-3.0 ANC 
D 8.2 os 
E 8.0 8.3 
F J/ slight 
Metalstamping and 
Coating yale see Vv J/ 
Vv Vv 
Metalworking 
machinery........ A 2.0-3.0 5.0 
B 10.0 VJ 
‘ 3.0 7 a/ 
E 50.0a 5.0 i 
F Be 4.1 
Motor vehicles 
and parts......... A 38.3 


Two-year Change in 


Productivity Per 


an- 
Hour or Per Employee 


Two-year Change in 


coe Investment 
er Employee 


a Change is from a depressed level of productivity 


Industry 


Nonferrous metals... . 


Office equipment..... 


Refrigeration 
equipment........ 


Structural metal 
Products aeer.is vere 

NonMETAL 

Apparel and related 
products jac serio 

Chemicals—inorganic. 


Chemical—organic. .. 


Construction materials 


Food, beverages and 
kindred products. .. 


Furniture and fixtures 
Leather and leather 


Lumber and products. 
Paper and allied 
products. ese 


Petroleum refining.... 


Rubber products..... 


Textile mill products. . 


Two-year Change in 
Productivity Per Man- 
Hour or Per Employee 


Same Down Up 


Two-year Change in 
Capital Investment 
er Employee 


Co. Up Same Down 
% % % % 
te ee ee eee 
A 3.0 5.0 
B & : VJ 
(® 20.0 16.0 
D VJ 
E © slight 5 Wy Rf 
F 10.0 17.0 
G 11.5 5.0 
A Vv 
B 4.0-5.0 12.6 
Cc 20.0 slight 
A slight 
B VJ slight 
C :. 22 Vv 
D J 30.0 
A Vv 
A 28.0a 7.0 
A J 5.3 
B 20.0 a ra! 
Cc 3.0 / 
D 5.0-6.0 sub- 
stantial 
A 12.0-14.0 7.0 
B 30.0 20.0 
Cc JV 9.6 
D 2.0-3.0 it 
E © slight 6.1 
F 18.2 5.2 
A 7.0 19.7 
B 6.0 ad 
C 2.0-3.0 5.0-6.0 
D 7.5 14.6 
E TA 25.3 
F 12.0 21.0 
G 8.0 5.0-8.0 
A © slight J 
B 20.0 100.0 
G 22.0 29.5 
D 3.2 10.7 
E VJ 15.0 
A 12.5 
Ay sy v 
B 9.0 slight 
A Vv 
A 12.0 af 
B 10.2-10.5 24.1 
C  5.0-8.0 14.0 
D 10.0 4.3 
E165 * map 
F slight / 
G slight 14.1 
A 10170: 
B ssub- Q7.4 
stantial 
Cc es 85 9.9 
A 5.0 oy) 
B 4.2 12.0 
A 7.1 20.0 
B 10.0 
C 10.0 “ 
D ; 
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clude clerical and management personnel. The remain- 
ing thirty-one firms take into account their entire 
employment in estimating productivity changes. In an 
instruments, controls and apparatus company, the 
president explains why his firm uses total employment 
in calculating productivity: 


“The broad view of the cost of our product must include, 
by classical definition, both labor and burden, which is an- 
other way of saying dollars of labor per unit product, 
whether direct or indirect labor. The ultimate extension of 
complete automation or mechanization would bring us to a 
condition of no direct labor, with an extremely large or 
100% indirect labor force—the shift going from manual to 
mental skills and from skilled or unskilled to technical and 
clerical. 

“We shall therefore be undergoing a transitional period to 
this ultimate objective, during which time the indirect labor 
payroll will become a larger and larger percentage of the per 
unit product cost. Recognizing this trend, we feel that the 
only meaningful figure on productivity is the one that in- 
cludes both direct and indirect labor personnel, and we 
therefore use them both in our productivity calculation. 
Increased mechanization usually requires an increase in 
technical or indirect staff, in maintenance, and in manage- 
ment personnel; and this then, in a sense, becomes the 


Table 2a: Summary of Reported Per Cent Changes in 
Productivity During the Past Two Years 


Per Cent Number of Companies 
DErcREASED 
SIV ET I Og eet one cathe a eee ae 
Ito C0 n ee ie es ek ce nie haces 4 
UNCHANGED. 6.2 4er525 cote 14 
INcREASED 
ME ORNO DOU yoke erate, «5 sig iislee to ons 2 18 
NT, COP OL 8 es ese ac 015, 0 6 tne aie ohe 27 
TOTO ISOS. Hos. tes oe ete ee 10 
LBS, 40/2000, seer eis GSU dr. D2 6 
ROMO EC 250% cts teve a) dai she wise Dee eleie « 3 
Gi AR RRS Nene ene re aes 5 
Total number of companies.......... 87 


Table 2b: Summary of Reported Per Cent Changes in 
Capital Investment Per Employee During the Past Two Years 


Per Cent Number of Companies 

DEcREASED 
GER DOUG wet heen a cieeteaet es oes 1 
Oi 0G100.5:0955 . oie semis olmiars 1 aa 1 
MURTCHEAIN CLUE) spotiey oes as ev enarces os oh eis eis he oes 10 

INCREASED 
OT OGRL OLD LOY Ginca cob ero eles wieele o1isesm1- 12 
eNO UG acs ire ce sce es 16 
NOS tO 15.0%)).3006:0 2 oe ores rie u0 0 12 
15.1% to 20.0%... ene cence dene fi 
90.1% to 25.0%... occ rereerereeee 4 
(OMI Aen Gnencadicre OEIC UO aS OHIO IC 9 
Total number of companies.......... 72 
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direct labor price of mechanization. Only by considering 
total employees do we get the complete picture.” 


Units Produced 


Productivity designated in units per employee is one 
of the more frequently mentioned measurement meth- 
ods employed by reporting companies. For example, a 
hardware company computes its productivity by “‘di- 
viding the daily average of units produced during a 
given period by the total number of direct labor, indirect 
labor, clerical and management personnel on the payroll 
during the same period.” 


Production Volume 


The number of pounds of output produced per man- 
hour is another measure used. In a nonferrous metals 
company productivity is estimated by “the ratio of 
man-hours to shipment poundage.” The president of 
this firm writes: 


“There are three components to this pounds per man- 
hour measure— 
e Per service labor hour (hourly rated nonproductive); 
e Per production hour (hourly rated direct and indirect 
labor); 
e Per salaried hour (includes all management except our 
general office and district sales offices). These ratios are 
computed on a department, division and consolidated 
level.” 


A petroleum refining company uses a variation of this 
approach when it computes productivity separately for 
the various operating departments on the basis of “‘bar- 
rels of crude oil produced per employee engaged, barrels 
transported per pipeline employee, barrels refined per 
manufacturing employee, barrels sold per marketing 
employee, and so on.” The productivity for the entire 
company represents a “weighted average of these indi- 
vidual operations.” 

However, poundage produced is not a satisfactory 
measure in several participating companies, because, as 
one general industrial machinery producer puts it, “our 
product is gradually becoming lighter owing to improve- 
ment in engineering design.”’ In another company in 
the same industry, an assistant vice-president explain- 
ing the drawbacks to this mode of productivity meas- 
urement states that in his plant “man-hours per ton 
figures fluctuate in accordance with the degree of highly 
technical work performed in the foundry operations. A 
good example of this would be the man-hours that are 
required in casting highly specialized atomic energy 
equipment.” 


Shipments 


Other cooperating companies use the total dollar 
value of their shipments in calculating productivity 
movements. These dollar figures are adjusted for changes 
in inventory and price levels between measurement 
periods to arrive at a figure representing actual physical 
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production. For example, the treasurer of an instru- 
ments, controls and apparatus firm outlines his com- 
pany’s measurement practices as follows: 


“We take our dollar shipments each year and reduce 
them to an approximate 1945-1946 price level and adjust 
this figure by the net increase or decrease in inventories 
during the year, similarly adjusted for price changes, to get 
the actual production for a particular year on the 1945-1946 
sales dollar basis. This figure is then divided by the total 
number of direct and indirect labor, less supervisory, clerical 
and laboratory workers. Thus we get production per man- 
hour data that are on a comparable basis from year to year.” 


However, in an organic-chemicals company, typical of 
a few cooperating companies where inventories are 
small in comparison with total sales volume, a rough 
approximation of productivity changes is obtained by 
“relating sales expressed in constant dollars to (a) hours 
worked by all wage-roll employees, (b) number of wage- 
roll employees, and (c) number of all employees.” 

But while a producer of nonferrous metals agrees that 
“Sales figures in dollars are useless unless deflated by 
reliable price indexes,” he finds that ‘‘these indexes are 
very difficult to construct where diversity of products is 
as great as in our case.” 

Another measure of productivity is described by the 
vice-president of an office machinery company —a com- 
putation based on the relation of “production points” 
to the number of employees, which includes all hourly 
rated employees and those salaried employees other than 
field sales personnel and research. “Production points,” 
this executive explains, “‘are based on the standard costs 
of each model of machine in our line. The lowest cost 
machine has a weight of 1, and as the cost of models 
increase because of their complexity we get up to a high 
of about 314 points per machine. All machines produced 
in a given month are multiplied by their respective 
weights to give us a total of production points for each 
month.” 


Work Standards 


The use of work standards as a means of measuring 
changes in effort of direct labor is mentioned by several 
cooperating companies. For example, a refrigeration 
equipment company president writes: 


“We can gauge productivity changes with considerable 
accuracy because we operate on a standard cost system and 
also have a wage incentive plan based on a very careful 
measure of the percentage relationship between actual pro- 
duction and set standards. Any improvement in produc- 
tivity is immediately noted in a rise in the percentage of 
so-called productive efficiency, which is reported monthly 
by individuals and by departments. These measures of 
changes in productivity are limited to direct labor.” 


Similarly, the president of a lumber products firm 
reports that in his company “all machine operations are 
rated in terms of machine hours per 100 pieces, or per 
1,000 pieces. A production bonus is paid on the basis of 


time saved. As an illustration, if the machine rate is 
1,000 pieces per hour and if the job is completed in 
forty-five minutes, the employee would be paid for the 
fifteen minutes of machine hours he saved. This is a 
very accurate gauge of worker productivity. This system 
includes direct labor only, and the foreman’s bonus is 
paid on the accrued efficiency of his department. 
Changes in machine equipment call for rerating of 
machine hour capacity.” 


PRODUCTIVITY vs. WAGE DEMANDS 


While rises in productivity have occurred in most 
reporting companies during the past two years, several 
point out that wage increases have been still greater. 
“Even with additional investments,” reports an ior- 
ganic-chemical producer, “we have not been able to 
provide a sufficient increase in productivity to fully 
offset wage increases. As a result, we have had some 
increase in unit labor costs.’? The vice-president of a 
steel foundry company reports a similar experience and 
warns that since “improvements in productivity have 
most certainly not kept pace with wage-rate increases, 
this can only add up to more and more inflation.” 

One producer of organic chemicals discusses wage de- 
mands in relation to productivity as follows: 


“There is some feeling here in our company that the 
definition of productivity as meaning output per man-hour 
tends to popularize a misconception when used in conjunc- 
tion with a discussion of wage demands. As you know, an 
improvement in output per man-hour can stem from factors 
other than effort on the part of labor. 

“Moreover, the ability of a firm to meet a specified wage 
demand should be determined after assessing the changes in 
all factors affecting productivity rather than the change in a 
single factor. Thus a 6% increase in output per man-hcur 
does not of itself justify a 6% increase in wages; increased 
capital and material costs necessary to bring about this 
improvement may well have used up the presumed gains. 
A wage increase in excess of the increase in ‘total factor’ 
productivity must come out of profits or be passed along to 
consumers in the form of higher prices.” 


MECHANIZATION SPURS PRODUCTIVITY 


Reporting executives give most of the credit for their 
company’s higher levels of output per man-hour (or 
employee) to improved tooling and increased mechan- 
ization. A number of these firms agree with a refrigera- 
tion equipment executive who attributes his company’s 
productivity gains “entirely to improved tooling and 
superior automatic production equipment.” Similarly, a 
producer of instruments, controls and apparatus re- 
marks that “output per employee has not increased dur- 
ing the past two years except where supplemented by 
new machine tools.” In fact, the president of a general 
industrial machinery company believes that “the real 
and lasting productivity increases are effected only by 
improved tooling.” 

Naturally, the addition of such new and improved 
facilities and equipment in the manufacturing opera- 
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tions of participating companies has required additional 
and in some instances substantial capital investment. 


Typical are the following statements by cooperating 
firms: 


“Productivity increase has been achieved largely by 
process changes and additional instrumentation, all of 
which required extensive capital investment on the part of 
our company.” (Inorganic chemicals) 

* * * 

“Substantial sums that have been spent for improved 
tooling and redesigning have had a marked effect on produc- 
tivity.” (General industrial machinery) 


The president of an iron and steel foundry company 
that has spent considerable money in plant improve- 
ments and new equipment within the past two-year 
period is finding it difficult “‘to obtain the expected and 
possible improvement in quantity of production com- 
mensurate with our investment.” He explains that his 
firm is “constantly faced with a charge by the union of 
attempted speed-up. This charge is entirely unfair, as 
the improved equipment has in every instance reduced 
physical exertion on the part of our employees.” 


CAPITAL BEHIND THE MAN 


Of the ninety-seven companies commenting on their 
capital investment per employee, eighty-four indicate 
that it is now higher than it was two years ago (see 
table 1). These firms report specific increases ranging 
from “2%-3%”’ to ‘100% owing to improved tooling and 
design” and “400% as the result of new building and 
machinery programs.” The majority of the reported 


Table 3: How the Dollar Value of Capital Investment Per 
Employee Has Changed During the Past Two Years in 23 
Manufacturing Companies 


METALs . 
Blast furnace and steel mills, company A..... 
company B..... 

Hardware, company A........-.6-eeee eee 


COMIDAEY) Drarcias cave 1.3.0 50:0 s10.0)K'0 0100 9,290 

Industrial machinery, general company....... 6,800 

Industrial machinery, specialized company... . 10,400 

Iron and steel foundries, company A......... 11,230 

company B......... 13,000 

Metalworking machinery company.......... 4,835 

Motor vehicles and parts company.........-- 8,083 

Nonferrous metals, company A............-- 6,542 

COMMPAN VLE aieciape oreaies s/s 16,600 

Office equipment company............--++- 6,340 
oe ee ee ee ee 

NoNnMETALS 

Chemicals, inorganic, company A............ 25,200 

company 15% $4.15 /f2)i44 9,946 

Construction materials, company A.......... 20,700 

company B.......... 10,170 

COMPANY Cae slates eis 39,026 

Food, company A.......0..seceeeeeereeseenes 5,984 

COMPAID YB sap) ood ayo. ojo df aciareisiny winie els fesse 2,662 

Paper and allied products, company ike saat on 8,391 

company B......... 36,500 

Petroleum refining company...........+-.---. : 41,468 
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percentage increases, however, do not exceed 15% (see 
table 2b). 

“Capital investment,” writes the president of an 
electrical instruments company, “continues to increase 
each year, reflecting (1) the improved machine-tool 
equipment purchased capable of higher speed operation; 
and (2) the substantial inflationary trend in costs.” 

Only three companies report that their capital invest- 
ment per employee is lower than two years ago, while 
the remaining ten cooperators indicate no change has 
occurred. 

The government’s accelerated depreciation program 
permitting capital projects to be written off faster than 
would normally have been possible is mentioned by 
several respondents as having distorted somewhat their 
investment-per-employee comparisons. For example, in 
a steel firm where the net investment per employee dur- 
ing the past two years has declined, the president ex- 
plains that “this does not reflect an accurate picture 
since the value of most of our plant additions has been 
written off rapidly during this period by government 
certificates of amortization.” 


FACTORS BOOSTING PRODUCTIVITY 


Reporting companies most often indicate that, in ad- 
dition to utilizing more automatic and improved equip- 
ment, a combination of other factors, such as better and 
more efficient worker and management efforts, im- 
proved engineering design and better supervision of the 
work force has played an important part in boosting 
productivity. The controller of an organic-chemicals 
company that has experienced an 18% rise in produc- 
tivity in the past two years writes: 


“The predominant factor contributing to changes in 
productivity is improved and enlarged manufacturing facili- 
ties resulting from process improvement and engineering 
design of manufacturing facilities. But also of appreciable 
importance has been improved supervision, management 
development activity and continued employee training.” 


Better engineering design is frequently mentioned by 
cooperating firms as being responsible for productivity 
advances. Improved design has resulted in greater 
standardization of parts as well as manufacturing 
simplification. 


Better Supervision 


Other companies have achieved greater productivity 
by placing more emphasis on the quality of their super- 
vision. Some report having instituted “periodic super- 
visory training programs” as well as increasing their 
efforts to obtain “‘a higher class of supervisory person- 
nel.”” As a result, writes the vice-president of an elec- 
trical industrial equipment company, “supervisors have 
performed a better job of work planning and scheduling.” 

In the case of a steel company, the vice-president 
writes that his company’s future program for improving 
productivity calls for “increasing the efforts of manage- 


466 


ment and supervisors toward furthering effective com- 
munication with the worker.” 


Incentives Spur Workers’ Efforts 


Improved employee effort is another reason cited by 
participating executives for their companies’ higher out- 
put per man-hour. Many cooperators comment on the 
beneficial effects that the installation or broadening of 
incentive wage systems has had on productivity. For 
example, a lumber products company has encouraged 
increased employee efforts through “‘a group bonus pay- 
ment plan paid on a weekly basis.’’ The president ex- 
plains that “the program is self-policing because, if an 
employee within a given group does not put out a 
reasonably effective effort, he affects the bonus of the 
whole group. Thus the employees themselves become 
critical of members of their own group who do not make 
a reasonable effort.” 

But the president of a general industrial machinery 
company is convinced that “after a certain level of 
earnings is reached, workers do not believe that in- 
creased income is worth the additional effort required. 
Workers can be stimulated for short periods of time, but 
there will be equal periods of subnormal productivity to 
make up for these upward spurts.” 


Management's Role 


Management efforts and activities in other areas have 
also contributed to greater productivity, according to 
survey participants. In the words of a construction 
materials company vice-president: ““Management’s con- 
tinuous review of production methods and layouts as 
well as provision of more efficient and up-to-date equip- 
ment where the need is apparent have been major 
factors in increasing productivity.” In an office equip- 
ment firm, management has effected “the reduction of 
paper work so that more productive time is devoted to 
the fabrication of parts and assembly operations.” 

One petroleum refining executive outlines a program 
within his company whereby greater productivity “‘is 
not achieved as a rule by a speed-up of individual em- 
ployees but by research, bigger investments in better 
types of equipment, and large-volume operations.” 


Rating the Factors 


Table 4 shows how fifteen companies rank five basic 
factors contributing to their productivity improvement. 
However, most reporting companies find it difficult to 
assign quantitative values to these factors. Such is the 
case with a large aircraft and parts producer who com- 
ments on the evaluation and contribution of each factor 
in a program designed to raise productivity : 


e “Employee effort. Improvement is primarily through an 
employee suggestion program. Employees receive cash 
awards for any suggestions adopted by the company for im- 
proved manufacturing methods, improved tools, safety 
measures and employee relations. An estimate of tangible 


Table 4: How Fifteen Companies Rank Factors Contributing 


Toward Their Improved Productivity 


Eine Im- Engi- Lise Mare 

= proved | neering | Super- | age. 

Industry and Company herd Tool- | Design | vision eee 
ing Efforts 


METALS 


Aircraft and parts company. .| 45% | 15% 0 20% | 20% 
Blast furnaces and steel mills 


COMPANY a ee Pee eta ee 25% |——50%— | 25% 
Communication equipment 

Company, san fos en er 45% | 15% | 10% | 25% 5% 
Hardware company........ 30% 5% 5% | 30% | 30% 
Industrial machinery, general 

COMPANY A as cuneate ols 10% | 30% | 20% | 20% | 20% 

company. Boy .9 Sees. 50% 0 0 0 50% 
Instruments, controls and ap- 

paratus company........ 0 30% | 70% 0 0 
Tron and steel foundries com- 

DANY Aopen ees 10% | 30% 0 —_60%,— 


Nonferrous metals company..| 35% |——-35%— | 0 | 30% 


NoNMETALS 


Chemicals, inorganic com- 
PanYeisn ce cee ror ee 0 —=—50%— | 50% 0 
Construction materials 
COMPANY. A aye kore oe 0 25% | 25% | 25% | 25% 
COMpany., Baran on iets oe 50% | 50% 0 0 0 
Furniture and fixtures com- 
30% 0 


COMPANY Pisccate-steet eee ee 5% | 60% | 20% | 10% 5% 
Rubber products company...! 0 —85%— | 10% 5% 


savings to production costs from suggestions received during 
the first six months of 1957 was approximately $50,000. 

e “Improved tools. The search for improvement in tooling 
is continuous. Owing to the ever-changing usage of various 
tools caused by model and schedule changes, it is impossible 
to evaluate the over-all effect of tool improvements. 

e “Engineering design. There have been certain advances 
in engineering design that have tended to increase produc- 
tivity. Some advances have in the initial application de- 
creased productivity, but as tooling and methods became 
refined productivity has increased. However, increased 
complexity of design in our products has tended to offset 
gains in productivity from improved tools and engineering. 

e “Better supervision. Supervision structure has been 
strengthened to be capable of handling the more diversified 
production activities and increased complexity of the 
product. 

e “Other management effort. A conservation program has 
been in effect since 1952. The program aims to save man- 
power and materials in all phases of operations.” 


PRODUCTIVITY OBSTACLES 


The shortage of skilled labor is one of the predominant 
factors mentioned by respondents as currently limiting 
improvement in productivity. This has forced many 
cooperating companies to employ marginal or relatively 
unskilled workers. The vice-president of an aircraft and 
parts firm comments that “much time and expense is 
involved in training new unskilled workers, whereas 
only a brief orientation period would be involved if we 
were able to employ skilled personnel from the labor 
market.” The shortage of skilled technically trained per- 
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sonnel in an organic-chemicals company is blamed in 
part for “the retarded rate at which new and improved 
technology can be generated and economically utilized.” 


Worker Resistance 


Poor work attitudes on the part of the labor force are 
frequently mentioned by companies participating in the 
survey as retarding productivity gains. For example, the 
vice-president of a refrigeration equipment firm writes 
that “the workers’ general attitude is that they are 
already working hard enough to suit their purposes and 
are not prepared to drive themselves even harder to 
obtain greater production bonuses.” And the president 
of a lumber products company notes that “‘there is not 
the same pride of craftsmanship among the younger 
workers that is present with the older and more experi- 
enced personnel.” 

Worker attitudes toward efficient production are also 
affected by declining production volume. In one instru- 
ments, controls and apparatus company, as business 
falls off, a decline in the output per man-hour is experi- 
enced. The president remarks: “Employees seem to slow 
up when they don’t see a backlog of business ahead 
and hear that in other businesses there are layoffs.” 

According to a construction materials company vice- 
president, the combination of “reactionary first-line 
supervision, the reluctance to accept change on the part 
of a substantial portion of older workers, and at times 
the fear that higher productivity is a threat to job 
security” act as brakes on productivity gains. 

In this connection, the attitude of labor unions is also 
scored by several respondents. For example, the treas- 
urer of a food company indicates that “the unions’ 
resistance to change from historical patterns of produc- 
tion and insistence on the same labor force regardless of 
changes in methods or equipment seriously limit not 
only improved productivity but also impair manage- 
ment’s capacity to invest capital and preserve a com- 
pensating return on the additional investments.” 


Capital Squeeze 


The curbing effect that tight money conditions have 
had on machine and plant improvement and expansion 
is held in part responsible by other reporting companies 
for limiting advances in productivity. The situation is 
described by the president of an electrical equipment 
company as follows: 


“We are carefully studying our capital requirements to 
make sure that savings are secured commensurate with the 
investment made. But the cost of capital, as represented by 
the higher interest rates currently prevailing, and the 
higher cost of the equipment itself, brought about by the 
higher wages and the inflationary trends, are important 
factors in limiting the purchase of such equipment.” 


Product Complexity 


Several firms cite the variety and complexity of their 
products as ruling out any major improvement in 
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productivity. The secretary-treasurer of one such com- 
pany in the metalworking machinery field states: 


“Our type of product, with its great variety and frequent 
design changes, does not lend itself to automated equipment 
or production line techniques which normally can increase 
productivity.” 


And the chairman of the board of a general industrial 
machinery firm concurs that ‘“‘to some extent, it is diffi- 
cult to increase productivity on account of continually 
more complex demands from our customers in the way 
of variety and particular specifications; because of this, 
our runs tend to become shorter and our inspection costs 
higher.” 


IS A CEILING IN SIGHT? 


Several cooperating companies fear that productivity 
may become increasingly difficult to improve in the 
future. Holding to this view, the chairman of the board 
of a general industrial machinery company concludes: 


““We feel that we are nearing the end of the obvious 
and relatively easy means to productivity improve- 
ment, particularly because up to now most produc- 
tivity improvements have been in connection with 
direct labor. The direct labor force is, of course, get- 
ting relatively smaller, while the proportion of indi- 
rect labor is getting larger. While it is, of course, 
theoretically possible to improve indirect labor effi- 
ciency, it is, admittedly, much more difficult and will 
result in an over-all slower rate of productivity 
increase.” 

James C. APICELLA 
G. CLark THOMPSON 
Dwwision of Business Practices 
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A case study of 


CANADA’S PREMIUM DOLLAR 


mid-August to a new record premium of over 6% 

above the United States dollar. Although the 
establishment of this new record was apparently partly 
related to the general flurry of transactions in interna- 
tional exchange in the wake of the quasi-devaluation of 
the French franc, it followed a relatively long period of 
more or less sustained upward pressure on the Canadian 
dollar which had already brought the premium to over 
5% by early August. 

A combination of factors subsequently brought the 
Canadian dollar back down to a premium of about 4% 
by mid-September. But a year earlier the premium was 
only slightly above 2%; and at the end of 1955 the 
Canadian dollar was approximately at par with the 
United States dollar. Since most of the world’s currencies 
are more or less fixed in official value in relation to the 
United States dollar, the Canadian dollar has risen in 
terms of virtually all other currencies as well. 


ike Canadian dollar moved upward sharply in 


A REMARKABLE FEATURE 


One of the most remarkable features of this rise is 
that it has occurred against the tide of growing deficits 
in Canada’s merchandise trade and the over-all current 
account balance of payments. The deficits have clearly 
worked in the direction of restraining the advance of the 
Canadian dollar, and if they had appeared without the 
stepped-up capital inflows they would undoubtedly 
have exerted a powerful pressure to reduce the premium 
on the Canadian dollar, or to replace the premium with 
a discount. Yet the fact is that, in large part, both the 
trade deficit and the capital inflow have been a reflection 
of a common factor—a massive Canadian investment 
boom!—which, under tightly strained domestic financial 
conditions and the necessarily limited range of Canadian 
output of investment goods, has sucked in vast amounts 
of both foreign capital funds and foreign-produced 
machinery and equipment and other capital goods. 
Moreover, the investment boom has helped to generate 
rising employment and income, thereby accentuating 
demands for many types of imported consumer goods. 

The establishment of new records for the current- 
account payments deficit and for certain types of capital 
inflow, as well as for the exchange rate, has made these 
a topic of lively debate—at the moment, perhaps second 


_ Fora description of Canadian investment trends, see the April 
issue of The Business Record 


only to monetary policy as the most widely discussed 
economic issue in Canada. 

Among those who have been affected by the recent 
exchange rate rise, reactions have ranged from amaze- 
ment or enthusiasm through uneasiness or frustration. 
On the whole, recent public statements about exchange 
and payments trends have clearly tended to show con- 
cern about these trends. For example, criticism has been 
directed at the high premium on the Canadian dollar not 
merely by various business interests which have been 
adversely affected but also by such public officials as the 
premiers of Ontario and Quebec. 


CANADA'S FREE EXCHANGE RATE 


Unlike most of the world’s currencies, the exchange 
value of the Canadian dollar has been, for the past few 
years, a freely fluctuating rate—a rate that is allowed to 
move in response to market forces of supply and de- 
mand, without official intervention to maintain the rate 
at (or near) a fixed parity. Although the Canadian ex- 
change authorities continue to trade in the exchange 
market, it is the official Canadian policy “‘to allow the 
exchange rate to be determined by the normal play of 
economic forces without official intervention, except to 
ensure orderly conditions in the foreign exchange mar- 
ket. No attempt is made to reverse persistent trends, 
but only to smooth out excessive short-run fluctuations.”’! 

During World War II Canada had imposed an elabo- 
rate and highly effective system of payments and ex- 
change controls, administered by the Foreign Exchange 
Control Board. Under these controls, fixed exchange 
rates set by the Foreign Exchange Control Board were 
in effect for purchases and sales in Canada of United 
States dollars and pounds sterling (although a “free” 
rate continued in existence during this period in New 
York in a thin market of transactions falling outside the 
net of Canadian payments controls). 

The payments controls were maintained until Decem- 
ber, 1951, although they were substantially modified 
during 1951. As regards the official exchange rate for the 
United States dollar, this was originally pegged at a 
premium of 10% buying and 11% selling (the latter 
being adjusted downward to 1014% in October, 1955). 
In July, 1946, after a significant strengthening of 
Canada’s external position, there was a revaluation to 
par buying and 14% premium selling, but there followed 

1 Budget Speech of the Minister of Finance, February 19, 1953 
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“ Officiai fixed rates were withdrawn on September 30, 1950 
Source: Bank of Canada 


a subsequent devaluation again to the previous 10% 
premium on the United States dollar buying and 104% 
premium selling, at the time of the general round of de- 
valuations of foreign exchange rates in September, 1949. 

A year later, in the fall of 1950, a massive capital 
inflow began from the United States, adding over half a 
billion dollars to official reserves of gold and United 
States dollars during the third quarter of 1950. This 
inflow threatened to intensify inflationary pressures 
then clearly emerging in the Canadian economy. It be- 
came increasingly evident that a further adjustment in 
the Canadian exchange rate should be undertaken. 


DECISION TO UNPEG 


Instead of resorting to another revaluation of the 
official fixed rate, the authorities unpegged the Canadian 
dollar at the end of September, 1950, allowing the rate 
subsequently to be determined by market forces of de- 
mand and supply. This decision was apparently made on 
the basis of two principal considerations. One was that 
changes in the fixed rate had had to be made at dis- 
turbingly frequent intervals over the postwar period. 
Indeed, still another devaluation had been narrowly 
averted late in 1947, when a reserve-draining payments 
crisis was finally surmounted through the imposition of 
restrictive trade controls. The second consideration was 
that such changes inevitably involved complex eco- 
nomic, political, and administrative problems. 

This free exchange-rate mechanism worked remark- 
ably well from the start, in the sense that it helped to 
“equilibrate” Canada’s balance of payments without 
violent or erratic fluctuations in the exchange rate and 
without further disturbing swings in the official reserves 
of gold and United States dollars. The successful initial 
experience with this free rate mechanism, along with the 
continued strength of Canada’s international payments 
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The United States Dollar in Canadian Funds 


position during the following year, allowed the Canadian 
exchange authorities to conclude that the payments 
controls could at last be modified. By the end of 1951 all 
such controls had been abolished and the operations of 
the Foreign Exchange Control Board terminated. Thus 
since 1951 there have been no Canadian payments re- 
strictions over either current or capital account transac- 
tions, and there has been a freely fluctuating exchange 
rate. 


REACTION TO FREE DOLLAR 


The unpegging of the Canadian dollar was a move 
that was in contravention to the articles of agreement 
of the International Monetary Fund, signed by Canada. 
At the time of the unpegging Canada indicated that 
“temporarily its exchange rate could not be maintained 
within the specific margins of the par value previously 
agreed with the Fund.’ But official statements have 
suggested that the Canadian authorities have been well 
satisfied with the operation of the free exchange-rate 
mechanism, and that there is no real disposition to view 
the free rate as a temporary arrangement pending a 
convenient opportunity to reestablish a fixed parity. 
Indeed, Canadians generally appear to like their free 
dollar; and, in defense of the charge that Canada is 
something of a heretic as judged by the IMF fixed- 
parity principle, Canadians are generally eager to em- 
phasize that Canada’s actions compare favorably with 
those of most fixed-parity nations in regard to the appli- 
cation of some of the more fundamental principles of 
“good”? international economic policy (for example, 
concerning the removal of trade and payments restric- 
tions and the reduction of tariffs). 

It should perhaps be noted, however, that the suc- 
cessful operation of Canada’s free exchange-rate mecha- 


1 Annual Report, International Monetary Fund, 1956, p. 85 
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nism to date does not necessarily point to the conclusion 
that this mechanism will indefinitely continue to work 
successfully. Nor is it possible to generalize from 
Canada’s recent experience and argue that other coun- 
tries could easily adopt a freely fluctuating rate that 
would work equally satisfactorily. There are many 
special factors that have contributed to the success of 
the Canadian case. 


RECORD TRADE DEFICIT 


During the course of Canada’s rapid economic expan- 
sion in 1955-1956, Canadian trade increased rapidly. An 
upturn in exports during the latter part of 1954 was one 
of the important initial contributing factors to the 
expansion. And with the billowing out of Canadian de- 
mand, particularly as an investment boom got under 
way in mid-1955, imports began to pour into the country 
in increasingly heavy volume, rising much more rapidly 
than exports. 

Seasonally adjusted figures on Canada’s foreign trade 
show that the value of exports rose almost 15% from 
the third quarter of 1954 to the third quarter of 1955, 
while imports rose by more than 20%. In the two years 
ending in the third quarter of 1956, exports rose by 
almost 30%, while imports rose close to 50%. Through 
the first quarter of 1957 the trade deficit grew further, 
and although there appears to have been a slight decline 
in this deficit during the second quarter (after making 
allowance for seasonal influences), the over-all trade 
deficit during the first half of this year is by far the 
largest on record. In dollar terms, the commodity trade 
deficit, which was only $146 million in 1954, grew to 
$361 million in 1955, to $842 million in 1956, and in the 
first half of 1957 to a seasonally adjusted annual rate of 
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around $1 billion. For the first time since 1913, Canada 
is buying over 25% more goods from abroad than she is 
exporting to other countries. 

This remarkable growth in the trade deficit is, more- 
over, almost entirely attributable to changes in the 
volume of trade. From the end of 1954 to the first half 
of 1957 there has been an approximately equal advance 
(about 7%) in the average prices of exports and the 
average prices of imports—if anything, a slightly 
smaller rise in the latter. 


ALSO THE INVISIBLES 


While commodity trade has thus moved swiftly to 
substantial imbalance, there has also been a large 
growth in Canada’s deficit on the so-called invisible 
items—the nonmerchandise transactions in its current- 
account balance of payments. Expenditures by Cana- 
dian tourists and travelers in the United States have 
been outstripping the expenditures of United States tour- 
ists and travelers in Canada. In 1954, Canada’s net pay- 
ments deficit on travel expenditures was $84 million; in 
1955 it was $121 million; in 1956 it was $162 million; 
and in 1957 it appears likely to be still larger. 

Similar trends are in evidence for other items. For 
example, the net deficit on payments of interest and 
dividends has risen from $276 million in 1954 to $323 
million in 1955 and $390 million in 1956. Early indica- 
tions suggest that the deficit on this account for 1957 is 
likely to be well over $400 million. 

Again, partly owing to the pattern of commodity 
trade trends, there has been a growth in Canada’s net 
payments deficit for shipping and freight which last 
year reached $48 million and which could well be higher 
this year. The result has been that the deficit on 


BUSINESS RECORD 


Canada’s total current-account balance of payments— 
including both merchandise trade and invisible items— 
has risen from $432 million in 1954 to $698 million in 
1955 to $1,372 million in 1956, and evidently on to a 
seasonally adjusted annual rate of well over $1.5 billion 
in the first half of 1957. 


GEOGRAPHIC TRADE PATTERN 


Rather substantial longer-run changes have occurred 
in the geographical pattern of Canadian trade during 
the past two decades, as shown in the accompanying 
charts. Although there has been a very large rise in total 
exports and imports, and in the dollar value of trade in 
all directions, there has been a pronounced decline in the 
proportion of Canadian trade with Britain and the 
British Commonwealth countries, and a rise in the pro- 
portion of trade with all other areas—particularly with 
the United States, but also with continental Western 
Europe, Latin America, and all other countries taken 
together. 

In contrast with these longer-run shifts, one of the 
most remarkable features of the very substantial rise in 
Canadian exports and imports since 1954 is that it has 
not involved any marked shift in the geographical pat- 
tern of Canadian trade. In other words, the increases in 
over-all trade have been more or less equally shared 
among Canada’s principal trading partners. For ex- 
ample, 60% of Canadian exports went to the United 

tates in 1954 and 59% in 1956, 17% to Britain in both 

of these years, 5% to other British Commonwealth 

countries in both years, and 23% to all other countries 

in 1954 and 24% in 1956 (with Europe gaining slightly 

relative to all remaining countries). On the imports side, 
Canadian Merchandise Exports and Imports 
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72% of total imports came from the United States in 
1954 and 73% in 1956; imports from Britain dropped 
about a point from 9.6% to 8.5%, and imports from 
other British Commonwealth countries also dropped 
slightly from 4.5% to 3.9%; while imports from all other 
countries rose from 13.6% to 14.6%. 

Despite substantial changes since prewar in the 
absolute and relative magnitude of trade with various 
countries or groups of countries, Canada continues to 
run a heavy import surplus in trade with the United 
States, and a relatively heavy export surplus with 
Britain and most other major groups of countries. The 
only change of significance in this pattern is that while 
Canada had an approximately balanced trade position 
with Latin America before World War II, its postwar 
imports from Latin America have advanced consider- 
ably more rapidly than its exports to this area (pri- 
marily as a result of oil imports from Venezuela). This 
pattern of postwar export surpluses with the softer- 
currency countries has persisted in the face of con- 
tinued, though gradually modified, trade and payments 
restrictions that have curbed export markets for many 
types of Canadian products in these countries. At the 
same time, these export surpluses have clearly placed 
strains on the limited hard currency earnings and re- 
sources of the “‘dollar-short”’ countries (particularly the 
sterling area), since the Canadian dollars required to 
finance this imbalance have had to be squeezed out of 
receipts of United States dollars. 


CHANGING TRADE COMPOSITION 

Turning from the geographical distribution to the 
commodity composition of Canada’s trade, it is clear 
that there has been considerably more change in the 
latter than the former in recent years. Partly as a result 
of variations in wheat exports, agricultural exports 
moved from 27.3% of total exports in 1954 to 23.5% in 
1955 and to 25.5% in 1956. The strong upsurge in forest 
products exports in 1954 and 1955 was followed by a 
sharp drop in lumber exports in 1956, pulling total 
wood, pulp and paper products exports down from 35% 
of the total in 1954 and 1955 to about 31% in 1956. At 
the same time, nonferrous and nonmetallic minerals and 
products have grown in relative importance, amounting 
to more than a quarter of all Canadian exports in 1956. 

While the recent Canadian expansion was accom- 
panied by a widely diffused increase in almost all types 
of imports, the increase in imports of investment goods 
has overshadowed the increases in other types of goods. 
Indeed, this increase in imports of such things as con- 
struction materials, structural steel, pipe, machine tools, 
and many types of nonfarm machinery has been so 
large that despite substantial increases in the dollar 
value of imports of most categories of consumer goods 
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and industrial materials, as well as of all major indus- 
trial categories, virtually all of the latter groups have 
declined when measured as percentages of total imports. 

On the whole, although the changes that have re- 
cently occurred in the composition of Canadian trade 
have been biased by the dynamic 1955-1956 investment 
boom, they have represented essentially an extension of 
basic shifts that have occurred since the prewar period. 
In the case of exports, there has been a decline in the 
relative importance of agriculture, accompanied by an 
advance in the relative importance of primary manu- 
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factures and mining products. On the imports side, there 
has also been a decline in the relative importance of 
agricultural products, as well as in fibers and textiles, 
fuels and lubricants, and in some industrial materials; 
on the other hand, there has been a large relative growth 
in imports of secondary manufactures. The latter is all 
the more striking in view of the remarkable industrial 
expansion and diversification that has taken place in the 
Canadian economy over the past two decades, bringing 
a notable increase in the proportion of Canadian na- 
tional income originating in manufacturing. 
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Among the recent developments accounting for the 
decline in total commodity exports since the latter part 
of 1956 have been decreases in wheat and wheat flour, 
lumber, pulp, copper, and a number of other products. 
At the same time, there has been a leveling out or 
sharply reduced rates of increase in recent months for 
certain types of exports that had previously experienced 
large gains. Thus newsprint, nickel, aluminum, asbestos, 
crude petroleum and iron ore have leveled out or be- 
come sharply reduced. 

The only major category of imports to be adversely 
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affected in a substantial way in the first half of 1957 has 
been automobiles. But just as the past two years’ mas- 
sive expansion in the total dollar value of imports was 
widely diffused throughout the principal import cate- 
gories, so there appears to have emerged a rather widely 
diffused loss of forward momentum among the principal 
imported commodities. 


THE CAPITAL INFLOW 


As already indicated above, the remarkable adverse 
swing in Canada’s trade and current account payments 
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position from 1955 through the first half of 1957 was 
counterbalanced by an even more remarkable upsurge in 
the net inflow of foreign capital. No significant part of 
this accentuated inflow appears to have been motivated 
by “hot money” or speculative considerations. In the 
main, it has been a solid, sturdy inflow, primarily of 
long-term capital, by foreign investors either seeking to 
participate in the profit potentials visualized on Can- 
ada’s bright economic horizon or drawn by the particu- 
larly attractive financial investment opportunities cre- 
ated by Canada’s present extremely tight monetary 
conditions. 


PRINCIPAL FEATURES 


Among the principal features of the changing capital 
flows have been: 


A rise in direct foreign investment in Canadian business 
enterprises from less than $400 million in 1954 to almost 
$600 million in 1956. In the first half of 1957, however, 
direct foreign investment in Canada has fallen to $250 
million, compared with $290 million in the first half of 1956. 


A rise in the capital inflow from net foreign purchases of 
Canadian and other securities. This inflow increased from 
$70 million in 1954 to $234 million in 1956. Here, again, 
there has been a decline in the first half of 1957: to $88 
million from $114 million in the first half of 1956. 


A tremendous rise in net new issues (total new issues, less 
retirements) of Canadian securities in foreign capital markets, 
principally in the United States. In 1954 such net new issues 
amounted to $128 million; in 1956 they were $541 million. 
Moreover, in the first half of 1957 they moved up to $469 
million, compared with $198 million in the first half of 1956. 
This advance in 1957 therefore more than offset the 
declines noted above in direct foreign investment and net 
foreign purchases of stocks and bonds. 


Generally smaller changes among other types of capital 
flows. Some of the flows are steady and contractual innature 
(such as foreign government repayments of Canadian war 
and postwar loans); others are highly variable, if not 
erratic. 


A dramatic rise in the inflow of long-term capital from 
countries ofher than the United States, particularly from 
Britain and other Western European countries. While the 
United States has continued to be the dominant source of 
long-term external capital for Canada, the inflow of long- 
term forms of capital from other countries in 1956 exceeded 
$425 million. This was more than double the 1955 figure, 
and far in excess of any figure recorded during the thirty 
years for which official payments statistics are available. 
From initial indications a heavy inflow of British and 
European capital has continued in 1957. 


CAPITAL FLOWS AND THE DOLLAR 


A careful analysis of the causes and effects of this 
rapidly changing pattern of Canada’s balance of pay- 
ments on capital account would reveal many interesting 
facets of the economic forces that have been at work 
affecting the capital flows and the Canadian exchange 
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rate. One of the features has been the dominating influ- 
ence of the capital flows on the exchange rate. 

There are numerous instances, even in the postwar 
period, in which short-term capital flows have produced 
severe pressure on a nation’s currency in the interna- 
tional exchange markets. But there are few instances of 
either a modern-day or historical variety to match the 
recent Canadian experience of heavy exchange-rate 
pressure emanating from a massive inflow (or outflow) 
of long-term capital, at least during a peacetime period. 

In any event, in so far as such pressure has been 
exerted on the Canadian exchange rate, the capital 
flows have tended to have the same kind of imbalancing 
effect on trade trends that is usually associated with 
perverse or disequilibrating short-term capital flows. In 
other words, a rise in a country’s imports relative to 
exports—especially if a large trade deficit is created— 
should exert downward pressure on a free exchange- 
rate, thus tending to increase exports and to discourage 
imports. In this sense the exchange rate works as an 
equilibrating device to bring the country’s trade back to 
better balance. 

In general, from 1950 through 1955, Canada’s ex- 
change rate worked in just this way. But from 1955 to 
1956, when imports rose substantially relative to ex- 
ports, the Canadian dollar strengthened rather than 
weakened, under the impact of the stepped-up, long- 
term capital inflow. As a result, the exchange-rate move- 
ment, instead of tending to curb the trade deficit, 
tended to widen it by fostering still more imports and 
by placing strains on exports. 

There are, of course, many factors besides the ex- 
change rate that influence trade trends, just as there are 
many factors besides trade trends that influence the 
exchange rate. Even at best the interactions between 
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these are difficult to discern, and are moreover largely 
of a marginal character. But there is little doubt that the 
recent capital inflow, working through the free exchange- 
rate mechanism, produced “price effects” that tended to 
widen the trade deficit. 

In addition, the capital inflow has tended to widen, in 
more than a temporary way, the net payments deficit 
arising from a major group of “invisible” transactions— 
the net deficit on interest and dividend payments. The 

very large expansion in foreign investment in Canada 
(see page 476) in 1955 and 1956, which is still contin- 
uing in 1957, will inevitably mean an expanded flow 
of dividend and interest payments to nonresidents, par- 
ticularly in the United States, but also to Britain and 
Western Europe. Recent quarterly balance-of-payments 
figures show clear evidence of this rising flow. 

Moreover, the enlarged investment in Canadian in- 
dustry will probably also mean enlarged future imports 
of industrial materials, machinery and parts, and other 
items—this rise being naturally associated both with 
centralized purchasing procedures of nonresident parent 
companies of Canadian subsidiaries, and with future 
maintenance and expansion of Canadian production 
facilities now under nonresident ownership and control. 

However, although the capital inflow is in the process 
of adversely affecting Canada’s current-account pay- 
ments position in some ways, it is also bringing strength 
to the current payments position in other ways. In 
particular, foreign capital has played a relatively large 
role in developing export-oriented and import-compet- 
ing industries, thereby not only generating dynamic 
economic expansion, but also allowing such expansion 
(and an accompanying rise in the standard of living) to 
develop without inducing an intolerable import surplus. 


SHORT-TERM CAPITAL FLOWS 


Historical experience suggests that changes in long- 
term capital inflows, even massive changes, are unlikely 
to produce balance-of-payments strains of a critical 
nature. On the other hand, the history of international 
economic affairs is studded with examples of crises 
generated by speculative short-term capital flows. Al- 
though they have not been entirely successful in avert- 
ing disturbing international currency speculation, the 
postwar international monetary arrangements were in 
part deliberately aimed at minimizing such disturbances. 

As already noted above, the Canadian dollar was 
unpegged at the end of September in 1950 primarily as 
a result of an exceptionally heavy inflow of short-term 
capital, motivated by convictions that the Canadian 
dollar would be revalued upwards. It is perhaps fair to 
say that for a variety of reasons the Canadian dollar 
was previously peculiarly susceptible to pressures arising 
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from such short-term capital movements. And it is 
perhaps equally fair to say that, in the last analysis, the 
successful operation of Canada’s free exchange-rate 
mechanism rests on the avoidance of sharp and erratic 
changes in the exchange rate as a result of disturbing 
short-term capital movements. 

While there are many different forms of short-term 
capital flows that are difficult to measure with precision, 
they show up in the Canadian balance of payments pri- 
marily as changes in nonresident holdings of Canadian 
bank balances and other short-term funds, changes in 
Canadian-held bank balances and other short-term 
funds abroad, changes in foreign accounts receivable 
and payable by business corporations, and changes in 
short-term borrowings and loans. To these should per- 
haps be added, although they are of a basically different 
character, changes in Canada’s official reserves of gold 
and United States dollars. 

In part, short-term capital movements may originate, 
as shown so clearly by the sterling area’s experience in 
its postwar balance-of-payments crises, in a speeding up 
or slowing down of payments relating to merchandise 
trade. In part, they may also be associated with long- 
term capital transactions—for example, in the form of 
accumulating proceeds of new security issues in New 
York awaiting transfer to Canada. 

The record of Canadian short-term capital move- 
ments under the free exchange-rate mechanism has been 
extraordinarily good thus far. On the whole, and this 
applies even to the experience of 1956 and 1957, the 
changes have worked largely in the direction of moderat- 
ing rather than accentuating movements in the exchange 
rate. This stabilizing influence has therefore made it 
easier for the exchange authorities to effectuate the 
government’s present exchange rate policy. It has also 
helped to create business confidence, allowing plans and 
actions to be undertaken without persistent concern 
over the possible adverse effects of violent or erratic 
exchange-rate movements. 


MONETARY IMPLICATIONS 


Partly as a result of the successful operation of Can- 
ada’s free exchange-rate mechanism, but also as a result 
of a wide variety of other factors, the Canadian mone- 
tary authorities have been provided with considerably 
greater freedom for developing appropriate monetary 
policy to deal with purely domestic conditions. But the 
important role of exports and imports in the Canadian 
economy, and the possible repercussions of shifts in 
monetary policy on capital flows, and on the exchange 
rate and foreign trade, certainly complicate the job of 
Canadian monetary management. 

The development of a monetary restraint policy in the 
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latter part of 1955 and progressive tightening of Cana- 
dian monetary and credit conditions into 1957 was of 
course aimed at curbing inflationary pressures that 
emerged in the vigorous expansion in 1955 and 1956.' As 
seen in retrospect, however, monetary restraint was not 
so quick acting and effective as might have been desired 
and expected in restraining the investment boom which 
was the dominating factor behind inflationary strains. 

As the monetary restraint policy brought tighter 
domestic monetary and credit conditions, it worked in 
the direction of providing increased incentives and op- 
portunities for a larger capital inflow. In particular, the 
widening interest rate differential between the Canadian 
and United States capital markets served as a powerful 
inducement to Canadian borrowers to raise funds in the 
United States. In addition, there emerged an element of 
unevenness in the effects of tighter credit. Some special 
advantages appeared to accrue to Canadian borrowers, 
who on the basis of financial strength, a subsidiary rela- 
tionship, or for other reasons could obtain access to 
foreign sources of capital. 


HOW INFLATIONARY? 


The stepped-up capital inflow has perhaps not been so 
obviously inflationary as is generally believed, especially 
when viewed in broad perspective. In the first place, 
while larger capital inflows perhaps contributed, along 
with other factors, to a rising velocity of circulation of 
money, they did not bring an expansion in the money 
supply. Total money supply, including personal savings 
deposits, fluctuated rather narrowly around a stable 
level from the end of 1955 through the first half of 1957; 
and if defined to exclude personal savings deposits, the 
money supply has declined gradually over this period. 

Second, and much more important, to the extent that 
monetary restraint was directly responsible for the 
stepped-up capital inflow, it served as a major factor 
putting upward pressure on the Canadian exchange rate. 
The rise in the exchange rate has, in effect, “bottled up” 
some of the price and cost increases that would other- 
wise have occurred. In other words, given the large role 
of imports in the Canadian economy—imports not only 
of finished goods but also of raw materials and semi- 
processed goods—the rise in the exchange rate, which 
tended to make imports cheaper than they otherwise 
would have been, had a pervasive price and cost- 
restraining influence. 

Finally, and much more generally, the recently expe- 
rienced types of effects on balance-of-payments and 
exchange-rate trends have been natural, considering 

1For a review of the development of monetary restraint, see 
“Monetary Restraint in Canada” in the May, 1956, issue of The 


Business Record, and “Business, Prices and Money in Canada” in the 
August, 1957, issue 


that Canada has an open and essentially free enterprise 
economy and has avoided direct controls in preference 
for monetary and fiscal policies to deal with inflationary 
pressures. In the present circumstances, the impetus 
given by tighter money to a large rise in foreign capital 
inflows has of course helped to cover the cost of a very 
substantial increase in imports. Without these imports, 
the Canadian economy might well have been plunged 
into serious inflation. Without the corresponding rise in 
capital inflows, the country’s balance of payments might 
well have been subjected to critical strains. 


FOREIGN INVESTMENT IN CANADA 


From the end of 1949 through mid-1957, Canada’s net 
international indebtedness has moved up swiftly from 
$3.7 billion to over $10 billion, with particularly large 
increases in 1955, 1956, and the first half of 1957. Since 
the end of 1949, gross foreign liabilities have approxi- 
mately doubled, moving up from less than $9 billion to 
close to $18 billion, while gross Canadian assets abroad 
have moved up less rapidly from about $5 billion to over 
$7 billion. 

Net indebtedness has therefore increased almost 
threefold in less than seven years, with net debt to the 
United States increasing by the largest dollar amount, 
from not much over $5 billion to over $10 billion, but 
with net debt to Britain rising at a more rapid pace from 
around $200 million to over $1.5 billion. At the same 
time, with all other countries taken together, Canada 
has moved from a net creditor position of over half a 
billion to a slight net debtor position. 

In the aggregate, foreign resources have financed 
close to one fifth of gross capital formation in Canada 
during this period. Thus Canada has been drawing 
relatively heavily on wide-ranging foreign sources of 
savings to supplement domestic savings and facilitate a 
rapid pace of economic growth. This inflow of foreign 
savings has, of course, enabled the country to acquire 
more resources than would otherwise have been at its 
disposal. Moreover, foreign investment has brought 
with it, in many cases, such things as technical know- 
how, management skills, and marketing outlets that 
may have been as important as financing in the develop- 
ment of major new productive facilities. 

It should perhaps be emphasized that during the past 
decade Canada has had both a high investment and 
a high savings economy. Indeed, both total investment 
and total domestic savings in Canada have in recent 
years been very substantially higher—as measured in 
relation to total national expenditure or income—than 
in the United States or Britain.! The bulk of the massive 

1 For some relative comparisons of Canadian and United States 


investment trends, see “Canadian Investment Slowdown,” The Busi- 
ness Record, April, 1957, p. 173 
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domestic investment expansion has been financed from 

purely domestic resources; at the same time, Canadians 

_have invested large amounts of domestically generated 
savings in foreign enterprises and securities. 

It is a rather remarkable fact that on a per capita 
basis, Canadian investment in the United States is 
considerably larger than United States investment in 
Canada. Seen in broad perspective, therefore, the addi- 
tional investment in Canada arising from foreign finan- 

cial resources can hardly be viewed as a development 
that has been induced by any growth-restraining defi- 
ciency in domestic savings. Foreign investment has 
rather been an additive that has made a vital contribu- 
tion to Canada’s exceptionally rapid economic expan- 
sion in recent years. 

One of the most outstanding features of foreign in- 
vestment in Canada over recent years has been the 
heavy concentration in industrial investment, particu- 
larly in the resource development and secondary manu- 
facturing industries and in investment involving owner- 
ship and control, thereby bringing a very substantial 
rise both absolutely and relatively in nonresident owner- 
ship and control of Canadian industry. 

Many industries are very largely owned and con- 
trolled in Canada—for example, textiles, clothing, food 
and beverages, wood products, and printing and pub- 
lishing. On the other hand, nonresident ownership is 
heavy among such industrial groups as petroleum, non- 
ferrous metals, transportation equipment, and rubber. 
At the end of 1954, almost 50% of all Canadian manu- 
facturing and almost 60% of mining, smelting and 
petroleum were owned by nonresidents—about 40% and 
55%, respectively, by residents of the United States. 
Since then, these percentages have all advanced further. 

This expansion in foreign ownership and control has 
developed not merely on the basis of new transfers of 
foreign funds into Canada, but also from the expansion 
of previously owned production facilities through the 
plowing back of retained earnings. With the heavy 
concentration of foreign ownership and control among 
Canada’s most highly producing capital-intensive, and 
dynamically growing industries, over half of the total 
corporate profits in Canada in recent years have report- 
edly accrued to foreign-controlled enterprises. 


OPPORTUNITIES PROVIDED 


By providing opportunities for Canadian participa- 
tion in technology and industrial innovation that has 
been developed abroad, and by permitting larger and 
more diversified capital formation in Canada than 
would otherwise have been possible on the basis of 
purely Canadian resources, foreign investment has 
generated a stronger advance in Canadian production 
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and income than could have occurred without it. 
Recognizing this fact, government policy and respon- 
sible public opinion have welcomed foreign participation 
in Canada’s economic growth. 

But along with this, there has developed some concern 
that foreign investment, particularly from the United 
States, may be accompanied by foreign-determined 
policies and practices affecting Canadian subsidiaries 
that may not be fully in accord with Canada’s national 
policies. There is also concern that they may create 
unfair advantages in competition with Canadian busi- 
ness enterprises or frictions in the communities in which 
the subsidiaries are located. Against this background, 
three of Canada’s leading public figures—Mr. C. D. 
Howe (the former Minister of Trade and Commerce), 
Mr. Lester B. Pearson (the former Secretary of State for 
External Affairs), and Mr. Diefenbaker (Canada’s new 
Prime Minister)—have stressed, in addresses made in 
the United States during the past year, that Canadians 
do not want to have their economic affairs, any more 
than their political affairs, determined outside Canada. In 
other words, Canadians are anxious to see foreign in- 
vestment accompanied by a large degree of autonomy 
for Canadian-controlled subsidiaries, and increased op- 
portunities for Canadians to participate in the direction, 
management, research and ownership of foreign- 
controlled subsidiaries. 

Artuur J. R. Smita 
Economist, Canadian Office 
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Following are a letter from Gardiner C. Means, of the Committee for Economic 
Development, to Senator Estes Kefauver, an evaluation of the letter by Jules 
Backman, professor of economics, New York University, and a reply by Dr. Means 


ADMINISTERED PRICES AND INFLATION 


The Letter 


Dear Senator Kefauver: 


I AM WRITING to you in my capacity as an 
economist and in no way am I speaking for the Com- 
mittee for Economic Development. 


In my recent testimony before your Committee, I 
presented a chart 3 which showed a considerable rise in 
administered prices during the last two years and no 
rise for market prices. As I indicated, this was a very 
preliminary estimate on my part. Since that time, I 
have made a compilation from the data on individual 
prices published by the Bureau of Labor Statistics which 
strongly confirms my earlier testimony and further 
strengthens the evidence that the current inflation is not 
a monetary but an administrative inflation. 


I obtained and analyzed current price data for eighty 
commodities whose prices changed less than eight times 
in an eight-year period and for ninety-three commodi- 
ties whose prices changed more than seventy-seven 
times in the same period. This included all the com- 
modities represented in the indexes of chart 3, which 
were also represented in the new Bureau of Labor Sta- 
tistics wholesale price index, except the prices of 
petroleum products, which used to be market deter- 
mined and are now administered, and the prices of 
industrial chemicals whose prices in the BLS compila- 
tions tend to be nominal. 


Analysis of these data shows the following: 


e From June, 1955, to June, 1957, the market prices 
declined on average 1.4%, while the administered prices 
rose, on the average, 10.2%. This represents an appreci- 
ably greater divergence in behavior than was indicated 
im my chart 3. The rise of administered prices was 
spread fairly evenly through the period, almost a quarter 
occurring in the last six months. The decline in market 
prices occurred mostly in the last year, though, as is 
usually the case with market prices, there was much 
fluctuation within the two-year period. 


© These price movements were fairly general and not 
confined to a few commodities, as is indicated by the 
table below, which shows the above commodities distrib- 
uted by the present price change: 


From June 1955 to June 1957 


Price Increase Administered Prices Market Prices 
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In so far as these data represent a fair sample of 
wholesale price behavior for market prices and for the 
least frequently changing administered prices, they indi- 
cate that the major movement of wholesale prices in the 
last two years has come in the most administered prices 
and not in market prices as a group. 


Before concluding that this indicates that the price 
movement of the last two years was primarily adminis- 
trative and not primarily monetary, some further 
analysis is needed. If the price rise was a result of a 
money supply in excess of the money balances the com- 
munity chose to hold, the extra demand should have 
shown itself in all major categories of goods. Certainly it 
should have been reflected in the demand for food and 
farm products which make up such a large proportion of 
market prices. This should have been reflected in a rise 
in agricultural prices, or a rise in the domestic consump- 
tion of agricultural products, or a combination of the 
two. Yet agricultural prices do not appear to have risen, 
and domestic consumption does not appear to have 
increased over normal trend. 


Food consumption per capita was at a physical index 
of 102 in 1955 and at 102 for 1957 (as far as it has been 
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estimated), while food prices at wholesale had not in- 
creased. It appears as if either there was no increase in 
food demand over normal growth or that the whole of 
the increase in demand was dissipated by an increase in 
the administered margins between wholesale and retail 
prices. Anes 

The same appears to be true of cotton textiles. Both 
cotton and cotton cloths were lower in price in June, 
1957, than in June, 1955, and yet the rate of domestic 
consumption of cotton (bales of cotton broken open at 
the beginning of the cotton manufacturing process) was 
running consistently below the corresponding months of 
1955. Loire’ 

Also the decline in market prices is not confined to 
agricultural products. Thus the prices of copper, lead, 
and zinc, all market-priced commodities, are down over 
mid-1955 by 11.1%, 6.8% and 8.0%, respectively, while 
the comparable and in some degree competing metals, 
aluminum, antimony and nickel, all strongly adminis- 
tered-priced metals, are up by 16.8%, 15.8% and 15.0%, 
respectively. Ss 


These data seem to me to further confirm the con- 
clusion that the current inflation is not the result of a 
general rise in demand but is a product either of a very 
specialized increase in demand that has not spread out 
or lifted demand in general or is a product of upward 
price revision within the area of pricing discretion. 


Furthermore, an examination of the data on indi- 
vidual administered prices strongly suggests that while 


Dr. Means was asked by the Senate Subcommittee on 
Antitrust and Monopoly to testify at its hearings. What he 
said at that time can be found in ‘Administered Prices," 
part I, “Opening Phase—Economists’ Views,” Hearings Before 
the Senate Subcommittee on Antitrust and Monopoly, July 
9, 11, 12, 13 and 16, 1957.1 In addition, Dr. Means wrote 
a letter to Senator Alexander Wiley, a member of the sub- 
committee, and more recently one to Senator Estes Kefauver, 
chairman of the subcommittee, which are published as part 
of the hearings. 


Dr. Backman prepared three economic studies in con- 
nection with the subcommittee hearings. These are “Im- 
portance of Steel Prices in Consumer Price Index," ‘Steel 
Prices, Profits, Productivity, and Wages,” and “Administered 
Prices." Copies of these studies which were filed with 
the subcommittee are available upon request to the Public 
Relations Department of the United States Steel Corporation, 
71 Broadway, New York 6, New York. 


1United States Government Printing Office, Washington, D.C., price 60 cents 
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the first year of the current price rise, June, 1955, to 
June, 1956, was probably in part attributable to a surge 
of demand for capital goods, the rise for the whole 
period was not. Half of the eighty administered-priced 
items analyzed above consisted of the following diverse 
items: bread, rolled oats, men’s underwear, men’s and 
women’s gloves, leather belting, barytes, roof and barn 
paint, enamel, lithopone, hand tools (ten items), agri- 
cultural implements (fourteen items), carpets (two 
items), dinner sets, nappies, and plate glass mirrors. 
These forty highly administered-priced commodities 
showed an average increase of 13.3%, a larger average 
increase than that for the group as a whole. 


This summary analysis should not be thought of as 
conclusive, but it certainly suggests that a heavy burden 
of proof rests on those who urge that the present infla- 
tion arises from a general increase in demand or from 
monetary sources. 

Very sincerely, 
[GaRDINER C. Means] 


The Evaluation 


HE HEARINGS before the Kefauver Committee 

(Senate Subcommittee on Antitrust and Monopoly) 
have been designed to show the relationship between 
administered prices and inflation. One of the most artic- 
ulate advocates of the thesis that the current inflation is 
due to administered pricing practices has been Gardiner 
C. Means.! Early in July, Dr. Means gave general testi- 
mony along these lines. Then, on August 1, he sent to 
Senator Kefauver a letter containing the statistical sup- 
port for his position. In this letter, Dr. Means states 
that “the current inflation is not a monetary but an 
administrative inflation.” Although he does not define 
what he means by this term, presumably he has in mind 
‘administered price inflation.” 

To support his conclusion, Dr. Means presents two 
frequency distributions of the changes between June, 
1955, and June, 1957, in ‘‘administered prices” and in 
“market prices.” These data show that few “adminis- 
tered prices’”’ declined (three out of seventy-nine), while 
most “market prices” declined (fifty-eight out of ninety- 
three) during that period. (However, he presents no 
detailed list of the products he used.) In addition, he 
states that the rise in administered prices “‘was spread 

1 For the opposite point of view see the testimony of Professor 
Richard Ruggles of Yale University. According to Professor Ruggles, 
“ , . itis not possible to maintain, in view of the statistical evidence, 
that administered prices have been primarily responsible for the in- 
flationary spiral. Rather, wages have risen faster than productivity, 
and even when this has in some degree been offset by falling agricul- 
tural prices, corporate profits have not increased relative to the value 


of corporate net output.” (The Commercial and Financial Chronicle, 
August 22, 1957, p. 25) 
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fairly evenly” during the two-year period, while “mar- 
ket prices” experienced most of their decline in the past 
year. As part of the argument that we have not been 
experiencing a monetary inflation, he discusses briefly 
the trends of prices and demand for food and cotton 
textiles—but he ignores completely the impact of large 
farm surpluses upon those prices. 

The results shown by Dr. Means are dependent upon 
the conceptual framework that he has used to distin- 
guish between market prices and administered prices. 
Although Dr. Means elsewhere has defined an adminis- 
tered price as “a price which is set by administrative 
action and held constant for a period of time,” he did 
not use this definition in setting up the classifications for 
the data contained in his letter. Instead, he distin- 
guishes between market prices and administered prices 
on the basis of the number of times monthly prices 
changed in the eight-year period 1926-1933. He defines 
market prices as those that changed seventy-eight times 
or more out of a possible ninety-five times in the 1926- 
1933 period. Administered prices are defined as those 
that changed seven times or less in the 1926-1933 
period. As a result of this method of distinguishing be- 
tween the two types of prices, many administered prices, 
as he has defined them, are included in the market price 
category. At the same time, many other administered 
prices are excluded from the administered price category. 

By any standard, the frequency-of-change cutoff 
point used by Dr. Means for administered prices is very 
narrow, and affects mainly relatively unimportant 
products. Dr. Means has included as administered prices 
only products that averaged less than one change in 
price per year in the 1926-1933 period. In contrast, in 
Senate Document No. 13 Dr. Means referred to items 
which “‘averaged less than three changes a year” and 
concluded that ‘‘these items represent a type of price 
essentially different in its effects from the flexible market 
price on which the policy of laissez faire has been 
founded.”! On this basis, administered prices would be 
those which changed three times a year or twenty-four 
times in eight years. And even this would be an exces- 
sively narrow definition. In terms of the price behavior 
during the past two years, the seven-times standard 
used by Dr. Means excludes a substantial number of 
administered prices that declined or showed little change. 

Dr. Means says that his data “represent a fair sample 
of wholesale price behavior for market prices and for the 
least frequently changing administered prices. .. .” 
(Italics added). This is a questionable conclusion, since 
his frequency distribution of so-called market prices ap- 
pears to include many administered prices and his 
sample of administered prices is not representative of 
the price behavior for such products.” 


_.) Gardiner C. Means, “Industrial Prices and Their Relative Inflexi- 
bility,” Senate Document No. 13, Washington, January 17, 1935, pp. 2-3 
* Upon a recheck I find it to be true that several words were inad- 
vertently omitted from this quotation. It remains equally true that 
this inadvertent omission, which I regret, does not alter in the least 
the basic argument made in my analysis 


When the Bureau of Labor Statistics revised the 
wholesale price index in January, 1952, it included over 
2,000 products as compared with about 900 items in the 
old index. Many of the old items were replaced by new 
ones which are not comparable.! Accordingly, it is im- 
possible to apply Dr. Means’ frequency-of-change test 
to many items in the current BLS wholesale price in- 
dexes. At best, a number of illustrations of price change 
can be obtained, rather than a comprehensive evalua- 
tion of the current index in terms of the pre-World 
War II standard used by Dr. Means. 


So-called Market Prices Include 
Many Administered Prices 


Dr. Means defines as market prices those which 
changed seventy-eight times or more in the eight-year 
period 1926-1933. The basic classification is contained 
in a National Resources Committee report made in 
1939.2 That study included 123 products which had 
changed seventy-eight times or more.’ In his letter of 
August 1, 1957, Dr. Means showed a frequency dis- 
tribution for ninety-three of these products. His failure 
to report data for the entire list probably reflected an 
inability to secure comparable data currently to which 
reference was made earlier. Unfortunately, the Means 
letter does not identify each of the ninety-three so-called 
market prices. However, an examination of the list of 
products contained in the original NRC report shows 
that many of the products that changed seventy-eight 
or more times were administered, as Dr. Means and 
others have defined that term,‘ rather than market 
priced, even though their prices changed frequently. A 
partial list of such administered prices includes: 


Oatmeal Prunes Antimony 
Cotton twine Raisins Kerosene 
Natural gasoline Cured beef Copper ingot 
Turpentine Salted pork Pig lead 
Mutton, dressed Dressed poultry Pig zinc 
Dried fruits— Osnaburg Lumber 
apples, Tire fabrics Pine flooring 
apricots, Cotton yarn Cylinder oil 
peaches Fuel oil Neutral oil 
Smoked ham Gasoline Paraffin wax 


To the extent that any of these products were in- 
cluded in the most recent tabulation made by Dr. 
Means, they show what happened to administered 
prices rather than the behavior of market prices. 


3 U.S. Department of Labor, Bureau of Labor Statistics, Wholesale 
Price Index, Key to Relationship of Individual Series in the Former and 
Revised Indexes, (mimeo), December, 1952 

2 National Resources Committee, “The Structure of the American 
Economy,” part I, Washington, June, 1939, pp. 188-201 

3 [bid., p. 201 


‘“An administered price . . . is a price which is set by adminis- 
trative action and held constant for a period of time. We have an ad- 
ministered price when a company maintains a posted price at which 
it will make sales or simply has its own prices at which buyers may 
purchase or not as they wish.” Gardiner C. Means, “Industrial Prices 
and Their Relative Inflexibility,” Senate Document No. 13, Washing- 
ton, D.C., January 17, 1935, p. 1 
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Table 1: Changes in Wholesale Prices, Subgroups, June, 1955, and June, 1957 
1947-1949 = 100 


Weight Index Per Cent 
in |———————— Increase 
Subgroups Whole- | June June | or De- 
sale 1955 1957 crease 
Index 
eae ee ‘744 |) 100.6 | 123.3 | 22.6 
Tron BO Steel at tet 5.844 | 135.7 | 165.4 | 21.9 
ig ea i PRIS, IU 099 | 1383.4 | 161.9 | 21.4 
General purpose machinery and 
COR DIA ONE he oo ean ce to ciaseud sie 2.197 | 131.8 | 156.5 | 18.7 
Prepared asphalt roofing.......... -186 | 106.7 | 125.8 | 17.9 


Electrical machinery and equipment} 4.718 | 126.5 | 148.3 | 17.2 


TEED EC) cea ae 1...) O74 | 184.5 | 157.6 | 17.2 
Metalworking machinery and equip- 

POCUIA Rat. ts eee Rae Bl. « Bo 1.704 | 142.3 | 165.6 |} 16.4 
Metal containers... .........50.. -501 | 131.4 | 152.5 | 16.1 
Petroleum and products.......... 4.824 | 111.5 | 128.4] 15.2 
PAREOWAIG 5 oo ns caw Be Pe, -528 | 144.5 | 164.3 | 13.7 
Commercial furniture............. -298 | 129.7 | 147.3 | 13.6 
Fabricated nonstructural metal prod- 

CUS siocee wats ce tte. 1.806 | 126.0 | 143.1 | 13.6 
Miscellaneous machinery.......... 1.229 | 127.1 | 143.8 | 13.1 
Structural clay products.......... 318 | 137.3 | 155.1 | 13.0 
Fats and oils, inedible............ 177 | 53.6 | 60.1 | 12.1 
Other household durable goods!.. . . . 876 | 132.0 | 147.7 | 11.9 
Converted paper and paperboard 

LETS Cte A ert oe ee 1.830 | 112.3 | 125.3 | 11.6 
Fabricated structural metal products] 1.887 | 118.7 | 131.7 | 11.0 
Motor vehicles. $4 VOTE: et 5.734 | 122.0 | 134.7 | 10.4 
aper grees 2s beet. weal. cet -938 | 129.2 | 142.5 | 10.3 
RC ee ee 804 | 110.7 | 121.2 9.5 
ibrepared paint... .--s.-. ase ccs. 531 | 114.8 | 125.5 |] 9.3 
Building paper and board......... O72 | 129.7 | 141.7 9.3 
Agricultural machinery and equip- 

TET t SOAS SRene.: Beene See 919 | 121.5 | 132.3 8.9 
1 iE 111 oe ine pen era oleae ald 274 83.8 91.1 8.7 
Concrete ingredients.............. 691 | 124.9 | 135.8] 8.7 
iNet ae Os). a an 240 | 124.9 | 135.7 8.6 
Household furniture.............. .928 | 113.1 | 122.4 8.2 
Paperboard. cote. te. .288 | 126.0 | 136.2 8.1 
Other tobacco manufactures”. ...... .055 | 121.4 | 130.8] 7.7 
Concrete products................ .339 | 118.3 | 126.7 tak 
Heating equipment............... 363 | 113.5 | 121.4 7.0 
Packaged beverage materials....... -793 | 171.9 | 183.7 6.9 
Hides and skins.................. 079 | 55.7 | 59.4 6.6 
WNOOE COVETINGS 5... id 0.0, ora 0.a,cbsK < « 352 | 126.1 | 133.8 6.1 
Other rubber products?........... .658 | 132.2 | 139.9 5.8 
Meats, poultry, and fish........... 3.579 | 91.4] 96.6 5.7 
NV OU TOCUCES 8c wisiec yer s o406 oe viet .867 | 105.5 | 111.5 5.7 
iMusic es ie er 1.465 87.1 92.0 5.6 
Other nonmetallic minerals!........ .197 | 121.5 | 128.3 5.6 
Industrial chemicals.............. 2.439 | 117.8 | 124.0 5.3 
Other miscellaneous products’. ..... .284 | 120.8 | 127.0} 5.1 
MAS rear ae ecie tetas aio cars iondee oc siore 977 | 111.0 | 116.5 5.0 
Notions and accessories........... 110 |. 92.9 | 97.4 4.8 


1Includes dinnerware, glassware, glass containers, silverware, mirrors, lawn 
mowers, cutlery and metal Fonschetd containers 

2Includes smoking tobacco, plug chewing tobacco, and snuff 

3 Includes footwear, heels and soles, belts and belting, rubber cement, garden hose, 
camelback and foam rubber 

4 Includes insulation materials, asbestos cement shingles, and building lime 

5 Includes caskets, matches, musical instruments, brushes, phonograph records, and 
fire extinguishers 

6 Includes burlap, binder twine, baler twine, manila rope, and carpet yarn, jute 


The List of 79 Administered Prices 
Is Not Representative 


According to Dr. Means, only three out of seventy- 
nine administered prices declined and four remained 
unchanged between June, 1955, and June, 1957. That 
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Relative 


Weight Index Per Cent 
in |————————— Increase 
Subgroups Whole- | June June | or De- 
sale 1955 1957 crease 
Index 
Plumbing equipment............. -227 | 123.2 | 129.1 4.8 
sbiresaniG tubes tes, cots cohen 694 | 142.3 | 149.0 4.7 
Animal fats and oils.............. 151] 69.0] 72.1] 4.5 
Alcoholic beverages.............. 1.126 | 114.7 | 119.6 | 4.3 
Gypsum) products47.2 ean: -104 | 122.1 | 127.1 4.1 
Toys, sporting goods, small arms and 

aMMUNition sae eee oe .538 | 113.2 | 117.5 3.8 
Jewelry, watches, and photographic 

equipments cet we acasteec ee .525 | 103.0 | 106.8 / 
Wood'pulp®. 04, a oe eres .551 | 113.8 | 118.0 3.7 
Dairy products and ice cream...... 2.824 | 104.6 | 108.1 3.8 
Other textile products*............ 146 | 74.4] 76.8 3.2 
Pamt materials sate soe cee 193 | 96.9 | 99.7 2.9 
Sugar and confectionery........... 1.358 | 110.4 | 113.5 2.8 
Other leather products’............ 252 | 95.0 | 97.5 2.6 
Other farm products®............. 1.198 | 143.2 | 145.7 1.7 
Vegetable oil end products......... 380 | 83.7 | 84.9 1.4 
Cigars te eres. See reat ete 132 | 103.7 | 105.1 14 
Plant and animal fibers............ 1.234 | 103.4 | 104.8 1.4 
Appareleyers to ee ices orien, 3.951 | 98.2 | 99.5 1.3 
Nonalcoholic beverages........... 448 | 148.1 | 149.3 0.8 
Fresh and dried fruits and vegetables} .971 | 104.7 | 105.4 0.7 
Livestock and live poultry......... 3.130 | 83.1] 83.5 0.5 
Nonferrous metals................ 2.909 | 137.6 | 138.1 0.4 
Drugs and pharmaceuticals........ -734 | 93.0] 93.2] 0.2 
Millworkan jas eeaee 2. Sats He, 382 | 128.3 | 128.5 0.2 
Cigarettes a: ata.cuios wae aca 635 | 124.0 | 124.0 0 
Television, radio receivers and pho- 

MOPLAphS raters ates ences 577 | 93.1] 93.1 0 
Cotton! productsicc sats. args tereciotis 2.091 | 90.6} 90.6 0 
Mixed fertilizer... oc 5 <6: sds. etic .273 | 108.8 | 108.4 | —0.4 
Cereal and bakery products........ 2.724 | 117.6 | 117.0 | —0.5 
Household appliances............. 1.112 | 106.4 | 105.2 | —1.1 
Sulkoproductsies si alec es seit 043 | 124.0 | 122.4 | —1.3 


Other chemicals and allied products] 1.959 | 107.6 | 105.2 | —2.2 
Canned and frozen fruits and vege- 


tablesieasf 22? 65336 -R. SSS 994 | 104.5 | 102.0 | —2.4 
Crude rubbers aocigelcio satel see 401 | 149.6 | 145.9 | —2.5 
Mlectricityr. oc omen. coe ee eae 2.375 97.8 94.9 | —3.0 
FAimbersa hte oe eek eee ores 2.055 | 124.6 | 120.5 | —3.3 
Fertilizer materials............... -231 | 111.0 } 106.3 | —4.2 
Man-made fiber textile products. ...| 1.204 | 86.6] 81.9 | —5.4 
Other processed foods®........... .592 | 101.4] 95.4 | —5.9 
Hay, hayseeds, and oilseeds........ .679 | 88.7 | 83.3 | —6.1 
GG TAUB ory teas a crectitrerelavs ara.eccrnsiners 1.693 | 90.2} 83.9 | —7.0 
iv wood. \ ot Gore eee eee iene .220 | 105.6 97.% | —7.5 
Crude vegetable oils.............. 240 | 68.9] 63.5 | —7.8 
Manufactured animal feeds........ 1.301 | 70.8 | 63.4 |—10.5 
Refined vegetable oils............. 112] 77.1] 65.5 |—15.1 
Bap ee ee ees 472 | 74.4 | 61.0 |—18.0 
iWastepapertit 2 -potistcte eras .048 | 104.7 | 66.1 |—36.9 


7 Includes men’s two-suiter bags, women’s pullman cases, brief cases, men’s wallets, 
men’s and women’s gloves, industrial belting and men’s and women’s cut soles 

8 Includes green coffee, tea, cocoa, and leaf tobacco 

9 Includes soaps, detergents, explosives, plastic materials, photographic materials, 
cosmetics, perfumes, shaving cream, and toothpaste 

10 Includes jams, jellies, pickles, processed eggs, flavoring syrup, gelatin-base 
desserts, peanut butter, and spice 

Source: U. S. Department of Labor, Bureau of Labor Statistics 


this is not a representative picture of the changes in the 
administered prices may be shown in two ways: first, 
by examining the changes in the ninety-two subgroups 
in the BLS wholesale price index; and, secondly, by 
checking what happened to administered prices that 
changed more frequently than his selected group. 
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Table 1 shows that a number of groups of products 
with administered prices reported declines or no in- 
crease from June, 1955, to June, 1957. The three groups 
of prices with no change (cigarettes, television, radio 
receivers, and phonographs, and cotton products) ac- 
counted for 3.3% of the wholesale price index, while the 
twelve groups of administered prices that declined be- 
tween those dates (mixed fertilizers, cereal and bakery 
products, household appliances, silk products, other 
chemicals and allied products, canned and frozen fruits 
and vegetables, electricity, lumber, fertilizer materials, 
man-made fiber textile products, plywood, and other 
processed foods) had a weight of 13.8%. Administered 
prices that did not rise between June, 1955, and June, 
1957, thus accounted for about one sixth (17.1%) of the 
weighted importance of the wholesale price index. In 
contrast, the eight groups of market prices that declined 
accounted for only 4.9% of the index. 

Of course, in evaluating these data it must be kept in 
mind that market prices account for only slightly more 
than 10% of the total index. Nevertheless, it is impor- 
tant to note that administered prices did not show any 
uniform behavior and that many failed to rise during the 
period under discussion. An examination of the indus- 
tries with declining prices will show that, in most 
instances, their products have failed to participate fully 
in the recent boom (e.g., textiles, appliances, cigarettes, 
fertilizers, lumber). 

The above review of changes in the important sub- 
groups of the BLS index indicates clearly that Dr. 
Means’ tabulation for administered prices is not repre- 
sentative. One reason is that he confined his group to 
what he calls the “least frequently changing adminis- 
tered prices” (less than once a year in the 1926-1933 
period). But of course there is nothing about those 


Table 2: Administered Prices That Remained Unchanged or 
Declined, June, 1955, to June, 1957 


Price Price 
Change Change 
Commodity J eng, 3255, Commodity J re 1955, 
June, 1957 J une, 1957 
Cigarettes............. 0 *Blankets, 25% wool.... — 2.1 
Bread, Chicago........ 0 Canned asparagus...... — 22 
*Potassium iodide....... 0 Cotton blankets....... — 26 
*Sodium sulfate........ 0 Doors, Douglas fir, ex- 
*Calcium arsenate....... 0 tETION St er eee — 3.0 
* Benzene Mie Sates feces oe 0 Doors, Douglas fir, in- 
Slodinew st eetes ee 0 teriors: eee eae — 40 
*Men’s two-suiter....... 0 *Men’s overcoat, all wool. — 4.1 
*Toluene...... Lee eae 0 Iron, steam-dry........ — 53 
*Potash, sulfate........ 0 *Anhydrous ammonia... — 5.7 
*Ferrous sulfate........ 0 Shirting seraereeee tee — 63 
Grape juice........... On Jani cae ee eee —11.9 
Jelly waters roe 0 *Powdered cocoa........ —12.7 
*Rubber heels, women’s... 0 Canned cherries....... —13.4 
*Potassium hydroxide.... 0 *Quebracho extract...... —15.9 
Cookies) Oa Sr iso 4 <=OSL* Sinks ee Oe ee -17.1 
Condensed soup........ — 0.2 Peanut butter......... — 24.0 
Ghambrayae seni — 0.4 *Quinine sulfate........ —35.7 
Silk products.......... — 13 


* Not included in the fifteen groups noted earlier for which prices had remained un- 
changed or declined 


products which suggests that they are representative of 
all administered prices. A partial picture of the lack of 
representativeness is found when the relative impor- 
tance of the forty items listed in Dr. Means’ letter is 
determined. I could not check out his list because 
nineteen agricultural implements were found rather 
than fourteen as he noted. Thus, as compared with Dr. 
Means’ list of forty commodities, I found forty-five for 
these groups. These forty-five products accounted for only 
1.6% of the relative importance of the wholesale price 
index. Clearly, this list of administered price items with 
the largest price increases is not an impressive one. It is 
so small in terms of economic importance because it 
includes many items which are made by relatively small 
companies in moderate-size industries (for example, 
men’s underwear, men’s and women’s gloves, leather 
belting, hand tools, and dinner sets). 

A further check was made of the products which the 
NRC study listed as having changed an average of 
three times a year or less—a frequency up to twenty- 
four as compared with Dr. Means’ cutoff point of seven 
changes. Table 2 lists a number of administered prices 
which did not rise in the June 1955—June 1957 period. 
This list of thirty-five products (fifteen unchanged and 
twenty declines?) would be much larger if all adminis- 
tered prices that failed to rise in the past two years were 
included. The fifteen products with unchanging prices 
had a weight of 1.1% in the wholesale price index while 
the twenty items with declines had a weight of 1.3%. 
The combined weight of these thirty-five administered 
prices was 2.4%, or greater than the relative importance 
of Dr. Means’ forty (45) “least frequently changing ad- 
ministered prices.’ Twelve of the unchanged prices and 
seven of the declines were for products not included in 
the fifteen industries for which it was noted earlier that 
prices had declined or had remained unchanged. It is 
clear that there were many administered prices that did 
not rise during what Dr. Means calls the period of 
“administrative inflation.” 


Price Behavior in the 1926-1933 Period Poor 
Test for Classifying Commodities Currently 


The fundamental assumption used by Dr. Means is 
that the frequency of change in the 1926-1933 period 
provides a satisfactory standard for classifying products 
in the June 1955-June 1957 period. He assumes that 
because prices changed relatively infrequently in the 
earlier period, the same pattern of behavior prevails 
now. In fact, he describes his group of seventy-nine 


7 Actually, since all agricultural implements have administered 
prices, Dr. Means could logically have included in his tabulation all 
fifty-eight such products reported in the wholesale price index. If he 
had done so, he would have had a list of eighty-four items instead of 


forty; the weighted importance of this larger total would have been 
only 2.1% 


* Eight of the thirty-five items were industrial chemicals which 


Dr. Means excluded because, he said, prices are “nominal’’; four ad- 
ditional items were other chemicals and allied products 
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Table 3: Number of Times Wholesale Prices Changed in the 
Two Periods June, 1955 to June, 1957, and 1926 to 1933 


eee ee eee eee ees See eee Ser OT Seen AAS ce) isliby att». 
Number of Changes 


Commodity June, 1955- 


June, 1957 


Agricultural implements 
Corn planter, mounted 
Corn planter, drawn... ..........0o2.:.. 
Plow moldboard, drawn.................. 
Cormeshellere ss eee  cs oon, s fe.eceoa 
(reamyseparator: We. chet... eel ee 
Manureyspreaderqin 2... oe nes 
Combine, pull-type se. o.< Sse kien cecynad oars 1 
Combine, self-propelled. .................. 
feractor, under 25 BHP? (0M. .e oes. ee 

POV conebnts te Aue ee, ket. Rake. hele 
Corn:and. cotton! planter.......<.< .0:0<.«%mn!a< 
SRTNTIN OTE LT sve Mi Re a 


— 


5 
mM 
met TD WO B&W =F OO GD AGT TO © OH OO i 09 om —2 00 He Bm 09 60 COANQNWOAMUANWDAOSSONWHEOCAMDMD 


Beet harvester and loader................. 
Ora Ween AEN ESLET ec AB i mcanSilarn i cibis Ae 
PlaveDalet en senate oe cet ces 
IMiowert.o se eset Cee ee AEE a 
Corm pickers draw: |... 2asecer. Seba ces sts 
AVOLDSDICKER THOUNILED «514.5, «6, Kia, <.« 46.5 oles nee 
Hand tools 
SLOTS hn ce Sha en Cin aon 
SIGS. og. NESS RRs Cee 2 ee 


Pare ROKR ecto a cea erorgscaee oes tet 

Saw, crosscut......... Peng CE AREA SA Ae 

SVU BLN Ticleme es 1 eee tee). ests atts dade atts’ 

UNE S: 3 ocge oh Spee ee Geena 
Other products 

PS anetes easels nets cs Se Le. PRs cect 


Paint srooisnd arn. filles sese’aisvalsbr ds 


MAEHOPONC Meee oe en eee. Secs ee ee ae 
Axminster rug, wool). ..2202¢9.0) se clesle cs 
Wilton, broadloom, wool.................. 
LU ITGRARTS Fo ae et ange eae eee 
Neppy or sauce dish 20773072 .20. 2/6. 
Mirrors, plate glass: deaid...¢Nscsldeidaelsiase 
EAN OWT g VOUM a od ao: aS aaon oy, vicatomyone ens 
read, San PTancisCO...4.4.0cshee+ 208050 


Proledhoats. seer et. ek ete, ERY 


© 
TOUR POH Or WOH AD WHO AAW © Ors HO SP or We Bt 00 et et CO HOO HOH WWW OOOO 


(CARRS Vir Ca Rie hc 
Gloves, women’s, dress...........-.20000- 
Beltineranaustriatns 8: 24e02 ee 20 


Note: Where Bureau of Labor Statistics changed the code number of a product and 
the index changed, it was counted as a change in price. This affected agricultural im- 
ements for which twenty-one out of 141 price changes occurred when the code num- 
bee was changed. However, in most such instances, there was a general price increase. 


Bureau of Labor Statistics states in connection with code number changes that 
“noncomparability in the price series is shown in the code number by the addition of 
digits after a decimal, (Example, 01-31-01.01.) Each successive break in the same 
series is numbered consecutively. (Example, 01-31-01.02, 01-31-01.03, etc.) Such prices 
are not comparable with prices quoted for earlier periods when there has been a break 
in the series resulting from a change in the reporter sample, a modification in the speci- 
fication, or a change in the unit of quotation or in the delivery terms. However, the 
price indezes for the individual commodities are adjusted so that they are continuous 
and comparable, regardless of breaks in the series of See (U. S. Department of 
Labor, Bureau of Labor Statistics, Wholesale Prices and Price Indexes, January, 1956, 
Final, and February, 1956, Preliminary, p. 17.) 

Sources: Derived from U. S. Department of Labor, Bureau of Labor Statistics, 
Wholesale Prices and Price Indexes, monthly June, 1955, to June, 1957, and National 
Resources Committee, The Structure of the American Economy, part I, Washington, 
June, 1939, pp. 188-199 


administered prices as the “least frequently changing 
administered prices.” But he made no attempt to pro- 
vide support for this assumption. 

Table 3 shows the number of times each of the forty 
(45) commodities listed by Dr. Means changed in price 
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in the June 1955-June 1957 and 1926-1933 periods. In 
the earlier period, each one of these items (except rolled 
oats) changed on the average less than once a year (a 
maximum of seven changes in ninety-six months). A 
similar frequency of change in the June 1955—June 1957 
period would yield a maximum of two changes in price. 
However, only four out of the forty-five items listed 
recorded price changes as few as two times in the recent 
period. 

Moreover, despite the fact that a 96-month period 
(1926 to 1933) is being compared with a 25-month 
period (June, 1955, to June, 1957), twenty-eight products 
recorded more frequent changes in the latest period than in 
the entwre earlier period; four recorded the same number of 
changes. ‘Twenty-six products changed an average of at 
least three times a year in the latest period (six or more 
changes) as compared with fewer than once a year in the 
1926-1933 period. In light of these data, it may be 
questioned whether Dr. Means’ selected group of items 
had the “least frequently changing administered prices” 
in the past two years. 

It will be recalled that Dr. Means distinguishes be- 
tween market prices and administered prices on the 
basis of the number of times a price changes. In this con- 
nection, it is instructive to compare the frequency of 
change for copper, lead, and zinc, which he calls “‘mar- 
ket priced,” and his forty (45) “highly administered 
price commodities”: 


Number of Number of “Highly 
Changes Administered” Prices 
June, 1955, to with Same or More 
June, 1957 Changes 
Copper tet oe 6 26 
LAC a, Seer 5 28 
ead hr aie ae. 4 35 


With more than half this group of “highly adminis- 
tered” prices changing six times or more in the June 
1955—June 1957 period, it seems clear that on that basis 
copper was similar in behavior to those products. On the 
same basis, with three out of four “highly administered” 
prices changing four times or more, lead should be in 
that same classification. In this connection, too, it is 
interesting to note that the “strongly administered” 
aluminum price changed three times, or only slightly 
less than copper, lead, or zine. Clearly, these comparisons 
show that the test of frequency of change in the 1926-1933 
period is meaningless as a standard for distinguishing 
between market and administered prices in the 1955-1957 
period. 


Rise in Comprehensive Indexes, 
by Periods 


Dr. Means states that “the rise in administered prices 
was spread fairly evenly through the period, almost a 
quarter occurring in the last six months. The decline in 
market prices occurred mostly in the last year, though, 
as is usually the case with market prices, there was 
much fluctuation within the two-year period.” This 
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statement may summarize the behavior of the selected 
commodities used by Dr. Means. However, data for the 
entire economy show a somewhat different picture. This 
may be seen by an examination of the changes in the 
nonfarm-nonfood (industrial), processed-foods, and 
farm-products price indexes by six-month periods: 


Farm Processed Nonfarm- Total 

Products Foods Nonfo 

(1947-1949 =100) 
June sO OOM eee 91.8 103.9 115.6 110.3 
December, 1955. 82.9 98.2 119.8 111.3 
June, 1956...... 91.2 102.3 121.5 114.2 
December, 1956. 88.9 103.1 124.7 116.3 
June, 1957...... 90.9 106.1 125.2 117.4 


The nonfarm-nonfood price index consists almost en- 
tirely of administered prices. From June, 1955, to June, 
1957, this index rose 9.6 points. In the last six months 
of the period (December, 1956, to June, 1957), the rise 
was only 0.5 points, or about one twentieth of the total 
rise as compared with “almost a quarter” in that period 
for Dr. Means’ selected group. For farm products, which 
are largely market prices, the total decline was only 0.9 
points, of which 0.6 points took place in the first year 
(June, 1955, to June, 1956) and only 0.3 points in the 
second year (June, 1956, to June, 1957). Because of 
seasonal factors, the comparisons for prices of farm 
products are more significant for annual periods than for 
six-month periods. Thus, for all farm products, the rate 
of decline slowed up in the past year as compared with 
Dr. Means’ group of products for which he states the de- 
cline “occurred mostly in the last year.” 

For the total wholesale price index, the rate of in- 
crease has been slowing up as the tabulation shows: 


Wholesale Price Index 
Period Points Per Cent 


Change Change 
June 1955—December 1955.... 1.0 0.9 
December 1955—June 1956.... 2.9 2.6 
June 1956—December 1956.... 9.1 1.8 
December 1956—June 195 ae 1.1 0.9 


Except for the processed foods, the general rise in 
wholesale prices had slowed down perceptibly in the 
first half of 1957. 


DR. MEANS’ THREE GROUPS OF MARKET PRICES 


Dr. Means identifies three groups of products he in- 
cluded in “market prices’; namely, agricultural prices, 
cotton textiles, and copper, lead, and zinc. He states 
that the declines in these “market prices” confirm his 
conclusion that the current inflation is administrative. 

In the first place, two of these three groups of prices— 
copper, lead, and zinc, and cotton textiles—are adminis- 
tered prices rather than market prices. Secondly, the 
declines recorded in all three groups of prices reflect 
special conditions: the large surpluses of agricultural 
commodities, including cotton; the declining demand 
for cotton textiles; and the decline in housing and auto- 


mobile production which has adversely affected the de- 
mand for nonferrous metals. Since Dr. Means gave some 
attention to the economic factors influencing agricul- 
tural products and cotton textiles, both groups are re- 
viewed below. In addition, evidence is presented to show 
that copper, lead, and zinc are administered prices. 


FARM PRICES AND FOOD CONSUMPTION 


Dr. Means’ discussion of the factors accounting for 
the trend in agricultural prices during the past year or 
two ignores the importance of large supplies upon the 
prices of agricultural and related products. In addition, 
no mention is made of the imbalances introduced into 
agriculture by World War IJ and again by the Korean 
war or of the influence of government supports and sub- 
sidies upon both the price structure and the internal 
composition of aggregate agricultural production. His 
analysis also ignores dramatic changes in consumer out- 
lays for food which have significantly raised such ex- 
penditures in both absolute and relative terms, even 
though the physical volume of food consumed per capita 
may not have increased. 

Domestic demand usually records only small changes 
from year to year. Large supplies, therefore, tend to 
result in declining prices, while short supplies create 
pressure for rising prices for farm products. In recent 
years, the available supplies of agricultural products 
have been very large and have been the primary factor 
affecting such prices. 

Some progress has been made during the past year in 
reducing the quantities as well as the dollar amounts of 
surplus agricultural commodities held by the Commod- 
ity Credit Corporation. However, the totals are still 
large enough to act as a depressant upon agricultural 
prices. Thus the quantity of wheat held by the Com- 
modity Credit Corporation on May 31, 1957, was 875 
million bushels, as compared with slightly more than a 
billion bushels a year earlier. On the other hand, corn 
holdings had risen from 1,145.6 million bushels to 
1,341.8 million bushels.! 

Despite these reductions in holdings, however, the 
reduced surpluses are of such magnitude as to exert a 
strong brake upon price advances for these commodities. 
In the case of cotton, for example, CCC holdings cur- 
rently are still in excess of a year’s domestic consump- 
tion. They are equivalent to over two thirds of all cotton 
produced during the year beginning August, 1956, and 
equal to well over half of all domestic consumption plus 
exports. (See table 4). 

CCC holdings of wheat are well in excess of domestic 
consumption—875 million bushels as compared with 600 
million bushels. Here, again as in the case of cotton, 
exports were sharply expanded by governmental sales 
(or gifts) abroad which temporarily at least reduced the 
size of our surpluses. But the wheat surpluses remaining 
were still almost equal to a year’s production (88%), and 


1 Commodity Credit Corporation, “Report of Financial Condition 
and Operations as of May 31, 1957” 
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Table 4: Production, Consumption, Exports and Stocks of 
Corn, Wheat, and Cotton, 1956-1957 


Corn Wheat Cotton 


1956 (Million Bushels) (Thousand 
B Bales) 
Production. oO Bas CECH DORIC OUCDRE 3,451 997 13,150 
Domestic consumption............ 3,037 600 8,750 
HUXPOLtSm eyes ae te. ee en 130 535 7,000 


Domestic consumption plus exports.| 3,167 1,135 15,750 
CCC holdings as of May 1, 1957..... 1,342 875 8,988 


Note: Production and consumption data for corn for year beginning October, 1956; 
for wheat, year beginning July, 1956; for cotton, year beginning August, 1956 


to more than three fourths of our expanded exports plus 
domestic consumption. ° 

The increase in carry-overs for corn, hay, wheat, and 
sorghum grains during the past few years is shown in 
table 5. 

Total factory and warehouse stocks of soybean oil 
have increased from 159.4 million pounds as of May 31, 
1955, to 297.7 million pounds as of May 31, 1957. The 
United States Department of Agriculture reported in 
July, 1957, that “prices of most by-product feeds were 
less than a year previously. Soybean meal, 44% protein, 
bulk at Decatur, touched $43 the week of June 28 [1957], 
the lowest price since wartime—then recovered a bit. 
The price index (1947-49 = 100) for eleven high-protein 
feeds at wholesale stood at 75.2 in June compared with 
81.1 in January and 86.0 in June last year. Improved 
weather, better grazing and the outlook for large feed-grain 
crops in 1957 contributed to the weaknesses in feed 
markets this spring.” (Italics added). 

Viewed against the background of a continuing over- 
hang of surpluses for key agricultural commodities, it is 
readily apparent why agricultural prices have not been 
buoyant. 

These pressures have affected several of the groups of 
market prices which declined from June, 1955, to June, 
1957. Included in this category are grains; hay, hay- 
seeds, and oilseeds; crude vegetable oils; manufactured 
animal feeds; and refined vegetable oils. 

It would take an enormous rise in demand to remove 
the overhang of depressing supplies which have ad- 
versely affected agricultural prices for many years. The 
important point is not that agricultural prices declined 
about 1% in the past two years but rather that they did 
not decline much more in the face of the large stocks of 
wheat and cotton—the key to agricultural prices. This 
situation is in contrast with that in the Twenties when 
farm-product prices collapsed following World War I 
and were still descending, despite the rise in income 
throughout the decade. 


Total Food Expenditures Rose in 1955-1956 
and Are Still Rising 


Dr. Means emphasizes that food consumption per 
éapita remained unchanged during 1955-1957 and that 


1U. S. Department of Agriculture, The Feed Situation, July 31, 
1957, p. 14 
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there was no increase in food demand over normal 
growth. Here Dr. Means fails to recognize the strong 
and sustained growth in consumer outlays for food 
ever since the end of World War II. He also ignores 
the fact that as incomes rise, people prefer to spend 
their higher incomes increasingly for other goods and 
services rather than for such commodities as wheat and 
cotton, even though they are in excessive supply. 

Consumer outlays for food, in dollar terms, have risen 
in each quarter during 1955-1956 and were still gaining 
in the first quarter of 1957, the latest data available. 
Personal consumption expenditures for food and alco- 
holic beverages, seasonally adjusted totals at annual 
rates, have changed as follows: 


Quarter 195: 1956 1957 
Billions of Dollars 
Ista aceae 73.7 79.2 83.7 
2nd Asie ae 75.3 80.1 
SId Fost ott: 77.1 81.3 
AU nearest 77.8 82.1 


The United States Department of Commerce has 
singled out food as one of the three categories of goods 
showing a secular or long-term growth more rapid than 
disposable personal income: “Among the major cate- 
gories of goods expenditures, food, automobiles, and 
gasoline took a larger share of income in 1956 than in 
1929.’? Food expenditures in 1956 accounted for 42.2% 
of total spending for goods as compared with 41.4% in 
1955. This percentage was higher than in any postwar 
year, excepting only 1952-1954. It compares with 37.7% 
in 1939. 

In its review of trends in the national economy in the 
first quarter of 1957, the United States Department of 
Commerce stressed the rise in consumer outlays for 
food: “Spending for nondurables was at an annual rate 
above $136 billion, after a rise of close to 144% in the 
first quarter. This advance compares with an increase 
of about one half of 1% in the final quarter of 1956. The 
rise in nondurable expenditures centered largely in pur- 

1 Survey of Current Business, U. S. Department of Commerce, 
May, 1957, p. 9 


Table 5: Carry-overs of Corn, Wheat, Hay, and Sorghum 
Grains, 1950-1957 


Sorghum 
: Corn Hay Grains Wheat 
Marketing Year | (Bushels) (Tons) | (Bushels) (Bushels) 
Beginning! 
Millions 

L050). ceeds 844 14.6 60 425 
a YS ae Sec 739 15.2 38 400 
WOS Doras. us: 487 15.1 10 256 
LOSS Feet 769 15.0 7 605 
VODA soit erne 920 15.6 QQ 933 
AOSD cx arena ee 1,035 15.3 75 1,036 
WOSG Aerts cre its 1,165 16.5 81 1,033 


1 ieee ocicle 1,450 EGE 80 903 


1 Marketing year beginning October 1 for corn and sorghum grains, May 1 for hay , 
July 1 for wheat. 
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chases of food, but extended also to a wide variety of 
other items, including gasoline and oil.’ (Italics added). 

Despite the rise in expenditures for foods noted above, 
available supplies of agricultural products have been so 
great that prices have recorded moderate declines in the 
past two years. In the absence of government support, 
loan, production, and conservation programs, the de- 
clines in agricultural prices would undoubtedly have 
been even greater. It is true that the prices of farm 
products are market determined. But the declines have 
taken place because of burdensome stocks rather than 
because of the method of price determination. It is in 
the special circumstances influencing these prices that 
the explanation is found for their decline. 


COTTON PRICES 


As in the case of his analysis of food demand and food 
prices, Dr. Means’ conclusions concerning cotton are 
derived without sufficient consideration of the unique 
supply-demand position of cotton and cotton textiles 
and the depressing or restraining influences these factors 
continued to exert during the period to which his find- 
ings relate. The huge cotton stocks described earlier 
were substantially decreased in the past year but they 
still remained excessive. 

Even more in point, the increasing flow of cheap im- 
ports of cotton fabric from countries with far lower 
labor costs continued to restrain if not depress finished 
goods prices. Imports of cotton manufactures totaled 
$154.2 million in 1956, as compared with $75.5 million 
in 1954 and $68.5 million in 1951. Over half of the 1956 
total was imported from Japan, while substantial 
amounts also were imported from the Philippines and 
other countries with very low labor costs. 

In addition, the long-term downward trend in con- 
sumer spending for apparel relative to rising disposable 
income meant that little of the net gain in personal in- 
comes would be channeled into purchase of apparel con- 
taining cotton, particularly in the face of the increasing 
trend toward man-made or synthetic fibers as distinct 
from natural fibers. 

There has been a long-term trend toward spending a 
declining proportion of income for clothing. In 1929, 
consumer outlays for clothing and shoes accounted for 
11.3% of disposable personal income. By 1936, the 
percentage had declined to a little less than a tenth of 
such income. Following the bulge due to restocking dur- 
ing the demobilization period, the proportion spent for 
apparel again resumed its long-term decline. In every 
year since 1946, the percentage of disposable personal 
income spent for clothing and shoes was less than in the 
previous year, irrespective of the rise or fall in money 
income. And 1956 was no exception. The percentage 
spent for apparel in that year was 7.5% as compared 
with 9.0% in 1950, 8.7% in 1951, 8.5% in 1952, 7.9% 
in 1953, 7.7% in 1954, and 7.6% in 1955. 


1 Survey of Current Business, May, 1957, p. 5 


The Department of Commerce’s observation on this 
point is particularly worthy of attention: 


“Despite continued increases in income and the high em- 
ployment in the postwar years, the share of income going 
for clothing and shoes has been falling steadily. The decline 
in the share of the consumers’ dollar to 71% per cent in 1956 1s 
the most significant recorded shift in consumers’ buying pat- 
terns.’’! (Italics added.) 


Within the picture of this long-term shift away from 
apparel spending, consideration must also be given to 
cotton’s loss of position in the fiber family. This, too, is 
a continuing and long-term trend. Per capita consump- 
tion in the United States of the major fibers has cer- 
tainly not favored the cotton textile producer. Cotton 


1U. S. Department of Commerce, Survey of Current Business, 
May, 1957, pp. 12-13 


Table 6: Nonferrous Metals Prices for June, 1955, 
June, 1956, and June, 1957 


1947-1949 = 100 


Percentage Change 


Proce June June June |June 1955-|June 1956- 

1955 1956 1957 | June 1957 | June 1957 

Nonferrous metals......... 137.6 158.0 138.1; + 0.4 | —12.6 
Refinery shapes............ | 123.9 141.2 120.0] — 3.1] —15.0 


Aluminum, ingot, 99% plus} 145.8 162.7 170.3 | 4-16.8 | + 4.7 
Copper, ingot, electrolytic.| 171.1 218.6 152.1| —11.1 | —30.4 


Lead, pig, common....... 93.6 99.9 87.4] — 66] —12.5 
Nickel, electrolyticcathodes| 173.6 173.6 199.1} +14.7 | +14.7 
Diver, barwew deseo 122.8 1294.9 194.7} + 15) — 0.2 
Tin, pig, straits.2.....+.. 101.5 102.5 106.6] + 5.0} + 4.0 
Zinc, slab, prime western. .| 98.6 110.5 90.7| — 8.0 | —17.9 
Antimony, RMM Brand..|} 82.2 95.2 95.2; +15.8 0 
Cadmium:iye ase Goes 92.0 92.0 92.0 0 0 
IM Grcurysiop lacie inane 353.0 323.3 317.0| —10.2 | — 1.9 
Nonferrous scrap.......... 154.1 155.0 127.5 | —17.38 | —17.7 
Aluminum scrap, 25 clips. .| 162.6 158.0 153.5] — 5.6 | — 2.8 
No. 1 copper wire scrap...| 190.1 184.8 137.9| —27.5 | —25.4 
Heavy yellow brass scrap. .| 169.2 152.7 140.3) —17.1] — 8.1 


No. 1 composition scrap. . .| 187.8 181.0 157.1] —16.3 | —13.2 
Scrap lead battery plates..| 87.0 101.1 74.5] —i4.4 | —26.3 


Scrap nickel annodes. ..... 321.2 760.4 374.9 | +16.7 | —50.7 
Block tin pipe scrap....... 100.9 110.2 99.6} — 13] — 9.6 
Old die cast scrap......... 89.6 101.3 70.1} —21.8 | —30.8 


Secondary metal and shapes. .! 130.0 139.4 120.8) — 7.1 | —13.3 
Aluminum ingot, No. 108..] 145.2 1384.2 119.0] —18.0 | —11.3 
Red brass ingot No. 115. ..] 181.6 194.7 160.6} —11.6 | —17.5 


Babbitt metal, B23-26....} 923 96.6 940] +18] — 2.7 
solder 60/50 incense 101.0 102.0 104.1; + 3.1) + 21 
Copper, secondary, electro- 
: lytiewe feet cr eee .. 190.1 142.6 at —25.0 
Mill shapes Rio tative nihihs ada 145.1 166.5 151.2} + 42 | — 9.2 
Aluminum sheet, 3003-H14| 140.0 151.6 158.6 +13.3 | + 4.6 
Aluminum rod, 2011-T3...| 146.5 161.2 172.7] 117.9 | + 71 
Cartridge brass sheet... ... 153.0 181.4 155.3} + 1.5 | —14.4 
Yellow brassrod......... 154.7 186.9 143.3} — 7.4 | —23.3 
Yellow brass tube . aes eae ee 151.3 174.1 153.0} + 11+] —121 
Copper water tubing. .... 151.2 184.8 154.6] + 2.2} —16.3 
Copper tubing........... 159.2 186.9 161.9} + 1.7 | —13.4 
Copperisheeti oi. .9..ecaais 169.3 203.1 168.4] — 0.5 | —17.1 
Wire and cable 2: at ee te 132.4 167.6 141.7] + 7.0 | —15.5 
Copper wire, bare 2 o.-e 155.3 193.7 145.2| — 6.5 | —25.0 
Building wire, type RH-RW 118.6 164.8 139.7] +18.8 | —15.2 
Nonmetallic sheath cable. .| 81.7 117.9 85.0] + 4.0 | —2'7.9 
Varnished cambric cable... .| 152.0 174.3 161.0] + 5.9] — 7.6 
Flexible cord. . scien Via 115.4 150.4 134.0} +16.1 | —10.9 
Automotive primary wire. .| 129.1 145.1 130.7| + 1.2] — 9.9 
Automotive ignition cable.| 120.7 129.1 128.2| + 6.2] — 0.7 
Automotive battery cable.| 157.9 191.7 158.5| + 0.4 | —173 


Source: U.S, Department of Labor, Bureau of Labor Statistics 
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accounted for about 85% of the total fiber consumption 
in 1929. In 1956, its share of total consumption was 
down to 67%. Even more in point, cotton’s share had 
fallen from about 69% in 1954, despite the rebound in 
total fiber consumption in the past two years. This 
dwindling share of a dwindling market has undoubtedly 
been the major factor in cotton and cotton-fabric price 
trends. 


NONFERROUS METALS 


As additional evidence in support of his thesis, Dr. 
Means contrasts the declines since mid-1955 in the 
prices of copper, lead, and zinc, which he describes as 
“all market-priced commodities,” and the rise in the 
prices of aluminum, antimony, and nickel, which he 
calls “‘all strongly administered priced metals.” There 
is serious question whether copper, lead, and zinc should 
be classified as market priced. It is true that there are 
organized markets for these commodities in London 
and in New York, and that changes in these prices may 
influence producers’ decisions to change prices. Never- 
theless, such prices are set by administrative action. The 
following statements concerning the pricing of these 
metals, taken from TNEC Monograph No. 1, are perti- 
nent in this connection: 


Zinc: “The prime western and the brass grades [account- 
ing for about 60% of the total] are both sold on the basis of 
a single basing point at East St. Louis, Illinois. . . . Elec- 
trolytic zine . . . is sold at uniform delivered prices any- 
where in the United States.” 

Lead: New York City and St. Louis, Missouri, are basing 
points. 

Copper: “. . . the delivered prices are arrived at on the 
basis of an f.o.b. New York price, plus charges for trans- 
portation and interest from New York. This situation arises 
from the fact that approximately 90% of all copper refining 
is done in the vicinity of New York City.” 

Secondary Copper: “Freight absorption is typical or 
general.””! 


“c 


The following description of recent changes shows 
the administered nature of copper pricing: 


“Two of the three major United States producers of the 
metal—Phelps Dodge Corporation and Kennecott Copper 
Corporation—trimmed their quotation 34 cent a pound to 
28% cents... . 

“The price cut by the large United States producers was 
the sixth in some thirteen months. It brought the producer 
price 1714 cents a pound below the 46 cents—highest since 
the American Civil War—charged from mid-February to mid- 
July last year. 

“Phelps Dodge led off the latest reduction, as it has the past 
several cuts. It was quickly followed by Kennecott, and 
Kennecott’s fabricating subsidiaries, Chase Brass & Copper 
Company and Kennecott Wire & Cable Company, which 
lowered their prices on copper, brass and wire products in 
line with the new price for copper metal.” (Italics added). 
1 Saul Nelson and Walter G. Keim, “Price Behavior and Business 

Policy,” Monograph No. 1, Temporary National Economic Commit- 
tee, Washington, 1940, pp. 338-340 
2 The Wall Street Journal, August 7, 1957, p. 24 
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On August 12, 1957, The Wall Street Journal reported: 


“In the wake of the producer cut last week, of course, 
brass and wire mills and other copper fabricators reduced their 
prices to reflect the lower quotation for the raw material.” 


(Italics added). 


When United States producers cut the price of copper 
in June, 1957, The Wall Street Journal reported on June 
21, 1957, that “The United States price developments 
were reflected in London Metal Exchange dealings by a 
drop of about three eighths of a cent a pound.” 

A similar pattern prevails for zinc and lead. Thus, on 
June 20, 1957, The Wall Street Journal reported that 
the price of zine “was cut a half cent a pound to 10% 
cents, East St. Louis, by a large custom smelter. Another 
quickly followed, and producers and the rest of the 
smelters are expected to follow also. . . . Zinc has now 
dropped 3 cents a pound since May 6 [1957], from the 
1314-cent level that had held unchanged since the early 
part of January, 1956.” (Italics added). 

A reduction of 1 cent a pound for lead took place in 
June, 1957. The Wall Street Journal (June 12, 1957) 
reported: 


“The current decline was initiated by a leading custom 
smelter, and was quickly followed by other custom smelters 
and important producers. The price has now declined two 
cents a pound since May 9 [1957] from the 16-cent price that 
had held unchanged from the first few weeks in January, 1956.” 
(Italics added). 


Similar quotations could be cited concerning other 
changes in the prices of copper, lead, and zinc. In con- 
nection with all three commodities, The Wall Street 
Journal refers to price leadership, a characteristic of 
administered prices. For zinc and lead, prices had re- 
mained unchanged for more than a year (January, 1956, 
to May, 1957) while for copper a five-month period 
(February to July of 1956) of unchanged prices was 
indicated. A check of Bureau of Labor Statistics indexes 
for these commodities for the same periods shows the 
same lack of change referred to above. If products in- 
volving price leadership and unchanging prices are not 
administered, then the term loses all significance. Clear- 
ly, these are administered prices. 

Administered nonferrous metals have shown widely 
varying price trends since June, 1955. The changes in 
all components of the Bureau of Labor Statistics non- 
ferrous metals index are shown in table 6. From June, 
1955, to June, 1957, the nonferrous metals price index 
recorded a net rise of 0.4%. However, this net change 
conceals the fact that the index was 137.6 (1947-49 = 100) 
in June, 1955; 163.2 in April, 1956; and 138.1 in June, 
1957. 

Within this two-year period, the average for all non- 
ferrous metals prices rose 18.6% which then was almost 
entirely retracted, so that the net change at the end of 
the period was nominal. The forty-three individual 
components and subgroups of the index recorded widely 
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varying net changes in the two years from June, 1955, 
to June, 1957. Thus prices declined for nineteen non- 
ferrous metals or products, were unchanged for one 
item, and rose for twenty-three. 

In the year from June, 1956, to June, 1957, the total 
nonferrous metals index declined 12.6%. During that 
year, prices declined for thirty-six products and sub- 
groups, were unchanged for two, and rose for only six 
products.! Clearly, administered nonferrous metals can 
decline as well as rise—and the experience was very mixed 
in the two years surveyed. 

It is instructive to compare the longer-term changes 
for the six nonferrous metals that Dr. Means cited: 


1939 1945 June, 1955 
Copper 179.4% 160.1% —11.1% 
ceadet.. Maso 183.6 120.3 — 6.6 
ZAT Coen. oe 111.7 31.4 — 8.0 
Aluminum.... 35.5 80.7 16.8 
Antimony.... 167.0 108.3 15.8 
INickele ace 114.3 114.3 14.7 


As Dr. Means stated, in the past two years the prices 
of copper, lead, and zinc declined, while the other three 
prices rose. But when the longer-term changes are ex- 
amined, it is found that despite these recent declines 
the prices of copper and lead have risen more than those 
for aluminum, antimony and nickel since 1939 and since 
1945. Since 1939, the price of zinc has risen more than 
that for aluminum and about the same proportion as 
for nickel. Since 1945, zine prices have risen less than 
any of the other five nonferrous metals. 


NATURE OF “CURRENT INFLATION” 


Dr. Means’ central theme is that “the current inflation 
is not a monetary but an administrative inflation.” He 
also suggests at a later point that “the current inflation 
is not the result of a general rise in demand but is a 
product either of a very specialized increase in demand 
that has not spread out or lifted demand in general or 
is a product of upward price revision within the area of 
pricing discretion.”’ Thus he lists three alternative ex- 
planations of the price rise during the past two years: 


1. Monetary inflation 
2. Specialized increases in demand 
3. Increases in administered prices 


Dr. Means then insists that the third provides the 
explanation for what he calls “administrative inflation.” 
He makes no reference at all to the contribution made 
to the pressures for price rise by wage inflation; that is, 
wages and fringes that increase more than productivity. 

For the reasons outlined elsewhere,? I agree with Dr. 
Means that we are not experiencing a general monetary 


1'There were forty-four products in the 1956-1957 comparison, 
because data were available for secondary copper, electrolytic 


* Jules Backman, “Administered Prices,’ New York, August 15, 
1957, pp. 16-20, 62-63 


inflation as that term has been used in the past. The 
trouble with Dr. Means’ explanation that administered 
prices are the culprit is that it ignores the fact that 
many administered prices have decreased or recorded 
little change during the past one to two years. He fails 
to explain why certain administered prices have in- 
creased while others have declined. However, as I 
pointed out in “Administered Prices,” and as is shown 
in table 1, the areas of price rise are generally in the in- 
dustries that have relatively high labor costs and/or 
have been favorably affected by the boom. These are 
the areas of specialized increases in demand that Dr. 
Means mentions as an alternative explanation of the 
price rise and then ignores. However, it is the only ex- 
planation of the price rise that squares with the facts. 


JuLES BACKMAN 
New York University 


The Reply 


DR. BACKMAN’S analysis of my letter to Senator 
Kefauver is built almost entirely on a misapprehension 
of my position. 


On the central issue of my testimony (as far as it con- 
cerned inflation) I stated: “As far as I can discover 
this recent price rise [that of the last two years] has not 
been the result of excessive buying power or demand 
but, at least to a very considerable extent, has been a 
result of action within the area of discretion in which 
prices and wage rates are made’’; and I made clear that 
such an “upward spiraling of prices could be initiated 
through the area of price discretion in wage rates” 
[wage rates being a “form of administered price”). 
Thus I did not take the position Dr. Backman attributes 
to me that goods prices “are the culprit.” And he agrees 
with me on my main point that the current inflation is 
not a general monetary inflation. 


Dr. Backman’s statistical material also seems to be 
largely beside the point. He implies that I used the 
special group of administered prices whose behavior I 
discussed in both my testimony and my letter to repre- 
sent all administered prices and argues that they are not 
representative. Actually, I made it perfectly clear in my 
testimony and letter that I was discussing the index of a 
specific group of inflexible (i.e., infrequently changing) 
administered prices, and at no point did I suggest that 
these represent the behavior of more flexible admin- 
istered prices or draw conclusions from them as to the 
behavior of more flexible prices. Only by taking words 
out of context does Dr. Backman have a basis for raising 
this spurious issue. Dr. Backman says, furthermore, that 
“Dr. Means says that his data ‘represent a fair sample 
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Public Retirement Benefits for More Older Persons 


June, 1948: 11.5 Million Persons= 100% 


\\ 


EMPLOYMENT 


OTHER 
SOURCES ONLY 
OR NO INCOME 


Sts 


Overlapping hatchings indicate duplication 
Sources: Social Security Administration; 1957 estimate by The Conference Board 


A MILESTONE was passed in the federal social security 
program in mid-1957, when the ten millionth individual start- 
ed to receive benefits. This figure represents double the num- 
ber of persons that were on the old-age, survivors’, and dis- 
ability insurance (OASDI) benefit rolls five years ago and a 


quadrupling of the number since 1948. 


Older persons have gained the most from this striking 
growth. Every other person sixty-five years or older received 
an OASDI benefit check in June, 1957, compared with just 


one out of eight in 1948. 


The accompanying chart shows the distribution of these 
older persons according to source of income on the two dates 
(1948 and mid-1957). At the same time that the total older 
population increased by 314 million persons, the number 
with some sort of government pension, OASDI, railroad re- 
tirement, and/or veteran’s benefit increased by 7 million per- 
sons, and the numbers with income from employment (i.e., 
earners or wives of earners) and from public assistance re- 
mained about the same. As a result, the proportion of older 
persons with a government retirement income jumped from 
one fifth to more than three fifths between 1948 and 1957, 
while the proportion with income from employment and the 


June, 1957: 15 Million Persons= 100% 


S22 22252595 
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proportion receiving public assistance payments each dropped 
four percentage points. 

The older persons to whom the increase in pensions was 
most important were those who had no income or who re- 
ceived income only from sources (e.g., from annuities, divi- 
dends, etc.) other than the three mentioned. They numbered 
over 3 million in 1948 but were fewer than 1 million in 1957. 
Proportionately, they shrank from 29% to 5% of the total. 

The chart also shows that today there is much more dupli- 
cation in the receipt of government pensions and earnings 
than there used to be. In 1957, about 10% of the older group 
had income from both employment and pensions, but in 1948 
only 2% had. Likewise a larger proportion of public assistance 
recipients are also pensioners today—roughly 4% of older 
persons received both retirement and assistance payments in 
1957, as against 1% in 1948. 

A discussion of how these shifts in sources of income have 
affected the economic status of older persons and what the 
outlook is for this group in the years ahead may be found in 
“Income and Resources of Older Persons,” Studies in Business 
Economics, No. 52. 


of wholesale price behavior for market prices and for 
the least frequently changing administered prices. . .’” 
(italics added). This statement misrepresents the 
statement in my letter which actually read: “Jn so far 
as these data represent a fair sample of wholesale price 
behavior . . . , they indicate...” (italics mine), the exact 
reverse of suggesting that they were a fair sample. 


What remains of Dr. Backman’s analysis does not 
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seem worth comment. In some part it also involves mis- 
apprehension, and to the extent that it is concerned 
with the actual behavior of prices in the last two years, 
the new data being developed by the BLS on the be- 
havior of groups of prices reflecting different degrees of 
administrative flexibility should be adequate for testing 
my estimate of actual behavior, a testing which I 
strongly urged in my testimony. 

GaRDINER C, Means 


A F 


Tur CONFERENCE Boarp’s consumer price index continued 
to climb in August, recording a 0.3% increase. This brought 
the total increase for the three summer months to 1.0%. The 
all-items index for the United States, establishing its eleventh 
high over the past twelve months’ period, reached 105.1 
(1953=100), 2.7% above August a year ago. 

The purchasing value of the consumer dollar was reduced 
to 95.1 cents (1953 dollar = 100 cents), 0.3 cent below the 
previous month and 2.8 cents below the year-ago level. 

A continued increase in the cost of food was the major 
factor in the August price rise. Food rose 0.7%, sundries were 
up 0.5%, and apparel 0.3%. Housing and transportation costs 
remained at their July, 1957, levels. 

Higher food costs have played a major role in the 1.0% price 
rise over the last quarter, in accounting for 70% of the over-all 


urther Rise in Retail Prices in August 


with an increase of 0.2% for the month. A rather substantial 
decline of 3.3% in the prices of fruits and vegetables affected 
all these increases only slightly. The “other food” group re- 
mained unchanged, with higher sugar prices balanced by de- 
clines in coffee and fats and oils. 


The Nonfood Groups 

Sundries, registering an advance of 0.5% over the month, 
continued to lead the nonfood groups. As in the previous 
month, price hikes of 0.9% for alcoholic beverages and tobacco 
and of 0.5% for medical care were mainly responsible for the 
higher sundries index. 

Seasonal increases for both.men’s and women’s clothing 
brought a rise of 0.3% in apparel costs. Prices of these goods 
had been stable during the summer months. Higher charges for 


The Conference Board’s Consumer Price Index—United States Cities Over 50,000 in Population 


1953 =100 Rebased Indexes 
Housing 
2 All All 
Purchasing 
All Food Fuel Furnish- | Apparel Se Sundries | Value of ES ee 
Ttems Total Rent |Power and | _ ings and Dollar 1939=1090)| =100) 
Water /|Equipment 

1956 July...... 102.1 100.1 102.8 107.9 103.9 99.0 100.0 104.0 104.2 97.9 185 .4 116.2 
August....} 102.3 100.4 103.0 108.0 104.0 98.9 100.2 103.9 104.5 97.8 185.8 116.4 
September.| 102.4 100.3 103.3 108.1 104.3 99.3 100.3 104.1 104.7 97.6 186.0 116.6 
October...| 102.7 100.8 103.4 108.4 104.7 99.3 100.5 104.1 105.0 97.4 186.5 116.9 
November.} 103.2 100.5 103.6 108.5 105.3 99.5 100.7 107.7 105.2 96.9 187.3 117.4 
December.} 103.2 100.5 103.7 108.6 105.5 99.8 100.7 107.9 105.4 96.9 187.5 117.5 

1956 Annualav.| 101.9 99.0 102.9 107.8 105.0r 99.3 100.0 105.0 104.2 98.1 185.1 116.06 
1957 January...| 103.4 100.2 104.5 108.7 107.8 99.8 100.8 107.8 105.5 96.7 187.8 117.7 
February..| 103.6 100.5 104.8 108.9 108.6 100.0 100.9 107.7 105.8 96.5 188 .2 117.9 
March....| 103.7 100.4 105.2 108.9 108.7 100.4 101.0 107.3 106.1 96.4 188.4 118.1 
April...... 103.9 100.6 105.4 109.4 108.8 100.5 101.1 107.4 106.3 96.2 188.7 118.3 
May...... 104.1 101.1 105.4 109.5 108.5 100.4 101.2 107.4 106.5 96.0 189.1 118.5 
June...... 104.5 102.0 105.5 109.6 108.3 100.5 101.2 107.5 106.7 95.7 189.7 118.9 
July sees 104.8 102.8 105.5 110.1 106.6 100.4 101.2 107.6 107.2 95.4 190.3 119.2 
August. 105.1 103.5 105.5 110.2 106.4 100.3 101.5 107.6 107.7 95.1 190.9 119.6 

Percentage Changes 
Sih ceeerac| +0.3 +0.7 | 0 —0.2 —0.1 | +0.3 0 | +0.5 —0.3 +0.3 +0.3 
8/56 to 8/57....| +2.7 +3.1 +2.4 +2.0 +2.3 +1.4 +1.3 +3.6 +3.1 —2°8 +2.7 +2.7 
r-revised 


advance. However, the price increases recorded by food have 
been slightly less each month since June, and food prices 
appear to have reached their seasonal peak in August. 


Meats at Record High 


The food index rose mainly under the impact of substantial 
price increases for meats and eggs. Meats, with pork (up 4.6%) 
leading the advance, recorded their largest price hike of the 
past few years in August. Fish prices were up only slightly and 
had little effect on the 2.8% advance in the meat, fish and 
poultry index. 

The dairy products and eggs index rose 2.5%. Egg prices, 
recovering rapidly from the spectacular lows of last year, rose 
10.0% during the month, and there were smaller advances in 
fresh milk and cheese prices. 

Prices for cereal and bakery products continued to inch up, 


dry cleaning and shoe repair helped to push the apparel 
index up. Housing costs were unchanged for the second month 
in arow. Lower fuel and housefurnishings’ prices offset increases 
in rents, household operations and repair costs. This price 
behavior continued the trend of the past few months during 
which weak prices for goods included in the housing index 
tended to offset rising service costs. 

Transportation costs also remained at their July level as 
lower car prices were balanced by higher public transportation 
charges. 

Compared with a year ago, all major components were 
higher. Transportation costs led the rise with a 3.6% increase. 
Food and sundries followed with 3.1% each, housing was up 
2.4%, and apparel 1.3%. 

Heten B. Junz 
Dwision of Consumer Economics 
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SELECTED BUSINESS INDICATORS 


Chartbook 1956 
| Page* Series ee ee eA ee eee ee 


Augustp August 


Industrial production 
5 Total 1947-49 =100 S 
1947-49 =100 S 
1947-49 =100 S 


Wholesale prices 

All commodities 1947-49 = 100 
1947-49 = 100 
1947-49 = 100 


Consumer prices (NICB) 
All items 1953=100 
1953=100 
1953=100 


Prices received and paid by farmers 
Prices received 1910-14=100 
1910-14=100 
1910-14=100 
Employment and unemployment (Census)? 
Total labor force Thousand persons 
Thousand persons 
Civilian employment Thousand persons 
Nonfarm employment Thousand persons 
Unemployment Thousand persons 
Nonfarm employment (BLS) 
Total Thousand persons S$ 752,773 
Employees in nonmanufacturing Thousand persons S$ 735,849 
Employees in manufacturing Thousand persons S ; 716,924 
Production workers in durables manufacturing Thousand persons S$ r 7,598 
Production workers in nondurables manufacturing. .| Thousand persons S ry 5,428 


Average work week 
All manufacturing Hours 
Durables manufacturing Hours 
Nondurables manufacturing Hours 


Average hourly earnings _ 
All manufacturing Dollars 
Durables manufacturing Dollars 
Nondurables manufacturing Dollars 


Average weekly earnings 
All manufacturing Dollars 
Durables manufacturing Dollars 
Nondurables manufacturing Dollars 


Personal income 
Billion dollars S A 
Billion dollars S A 
Billion dollars S A 


Instalment credit 
Extensions Million dollars S 
Repayments Million dollars S$ 
Instalment credit outstanding Million dollars 


New construction 

Million dollars S A 
Total private Million dollars S A 
Private nonfarm residential Million dollars S A 


Business sales and inventories 
Total inventories Million dollars S ad. 790,600 
Total sales Million dollars S$ ih 756,300 
Manufacturing inventories Million dollars S fet 753,853 
Manufacturing sales Million dollars S edn 728,142 
Retail inventories Million dollars S de 24,090 
Retail sales Million dollars S as 16,783 


Retail trade: Durable goods stores 
Inventories Million dollars S 
Million dollars S' 


Retail trade: Nondurable goods stores haaiseane 5 
Inventories illion dollars nay 
ei he Million dellara 5) os eet 


Durables mfg.: Sales and inventories 
laaventanes Million dollars S Man, 731,438 29,0045 
Million dollars S$ ras 714,207 13,0216 
* : Von Dit Ds 2.236 


durables mfg.: Sales and inventories 

D Teaterike 7 Million dollars S Ne 722,415 21,033b 
Million dollars S a 713,935 13,8046 
* ; r 1.61 1.526 


Inventory-Sales ratio 
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SELECTED BUSINESS 


Chartbook 


Page* Series 


Merchandise exports and imports 
Exports® 
Imports 
Export surplus incl. grant-aid shipments 
Export surplus excl. grant-aid shipments.......... 


Federal budget receipts and expenditures 
Cumulative receipts 
Cumulative expenditures 
For quarterly data see below 


Money supply and turnover 
Privately held money supply” 
Total demand deposits adjusted and currency 
Deposit turnover: New York City 
Deposit turnover: 337 other centers® 


Bank loans, investments and reserves 
Investments? 


49 


51 


53 


55 


Excess reserves? 
Borrowings?: 1° 
Commercial, industrial and farm loans! 


Diffusion index 
Industrial production 
DUUSION ANC EX cas esis cuameyeyes's a he es cy enelauos in Siege uans 
Diffusion index, cumulative 


Eight sensitive business indicators 
Residential building contracts 
Nonresidential building contracts 
New orders, durables 
Average work week 
Raw materials prices 
Stock prices, industrials 
New incorporations 
Business failures 


57 


Million dollars 
Million dollars 
Million dollars 
Million dollars 


Million dollars 
Million dollars 


1947-49=100 S 


Thous. sq. ft. fl. sp.S 
Thous. sq. ft. fl. sp.S 
Million dollars S 


INDICATORS (Continued) 


1957 1956 


June 


Augustp 


July August 


r 1,786 
983 
804 
670 


1,691 
1,137 
554 r 
367 ip 


n.d. 
n.d. 
n.d. 
n.a. 


45,977 
41,890 


42,920 
35,543 


51,105 
47,820 


Billion dollars 
Billion dollars S 
tS 


TS 


Million dollars 
Million dollars 
Million dollars 
Million dollars 
Million dollars 


31,984 32,017 


144 
TTS —1.42 
TTS 39.95 


144 
r—1.25 
r 41.37 


* 74,6545 
49.9076 
14/0876 

40.3 
90.6 
52.46 
12,515 
1.112 


87,770 
47,204 
13,069 
ry 40.0 
90.2 
Jo.25 
12,211 
1,114 


n.d. 
n.d. 
n.a. 

39.9 
89.3 
49.41 
12,540 
1,157 


1957 1956 
k . . 
Pahtes Series Unit II I IV II 
Quarterp Quarter Quarter Quarter 
Gross national product 
EL OLAl rote se cine crac siete sf sosuicarer cists etevegai® axent © Fianegen nutes Billion dollars S A 434.3 429.1 426.0 410.8 
7 Hinaljdemand ieee mia tert tee ee tee cay rs Billion dollars S A 432.6 429.9 420.9 406.2 
Change in business inventories... 0... eee eee Billion dollars S A ihe | Une Died 4.6 
Components of gross national product 
Personal consumption expenditures............... Billion dollars S A 278.9 276.7 eH ie ARS 265.0 
@hange from previous quarters... -- ocean o-. Billion dollars S A ia: 4.4 sail Ye 4 
9 Government purchases of goods and services....... Billion dollars S A 86.9 85.6 82.8 79.3 
Change trom previous quarter. i.5......2..5..+- Billion dollars S A Thess) 2.8 2.2 : We! 
Gross private domestic investment............... Billion dollars S A 65.0 6257 68.5 65.3 
Change from previous quarter................. Billion dollars S A 28) —5.8 3.0 0.9 
Disposition of personal income 
rhotal personal income... sme cre sre gre ee © tars cise ii sie ¢ Billion dollars S A 342.4 REPO) 334.5 S25 23 
29 Disposable; personal incomes... .). 4 .. i s.«.% ose ee Billion dollars S A 299.5 295.5 294.0 285.8 
Personal consumption expenditures............... Billion dollars S A 278.9 ZNO 212-3 265.0 
‘Personalisavini g ens <teuscpaetosepie ciate node alevcus eile Buoimueees Billion dollars S A 20.6 18.9 oe | 20.8 
Corporate profits 
Netibefore taxesa cath. acticin sure oieancoreteae G oaekenoss, house Billion dollars S A n.d. 43.9 45.6 43.3b 
IN et DFOfts sides sits lets Meer cers siecle cua mene seioe Billion dollars S A n.d. PWS) 2250 21.26 
33 Lax: liability sata Pome cislotmietdings om eeink ace Billion dollars S A n.d. 22.4 23.53 22.16 | 
Dividend payments aes osteunceeustes) scrsweie epi 6 eee Billion dollars S A WAS 12.4 115 12.0 
Retained ‘earnings cc cere cree ea eyeeroeeeee nc tone Billion dollars S A n.d. shee 10.8 9.5b 
Business expenditures for plant and equipment a he fo 
35 rrotalcwtecies PSSe.010 1G SelrereTalele'=I=(etels\fe\\1y e'elelelel' ee Billion dollars S A r 37.03a 36.89 36.46 34.49 
Mantitacturin guind ustriess ass sisi cn cee ieicinien Billion dollars S A 7 16.25a 16502 15.81 14.65 
Nonmanufacturing industries: . .m.2. ose cece ones Billion dollars S A r 20.784 20.77 20.65 19.84 
Federal budget receipts and expenditures 
51 FRECEN DES sparsmevenettelevererianete (crore eVotahetleteterTeteFeteyorctor ovate rele Million dollars 21,186 21,734 13,414 20,733 
Expenditures 75.2).'c:.ohjvs stewetuen Bees Meee caine Million dollars 18,121 17,422 17,439 17,791 
Cumulativeisurplus or deficit!® oo... sees eee « Million dollars 1,646 — 1,419 — Joe 1,627 
For monthly data see above : : 


Sources: Federal Reserve; Department of Commerce; Bureau of Labor Statistics; 
HE CONFERENCE Boarp; Department of Agriculture; Bureau of the Census; Se- 

curities and Exchange Commission; Treasury Department; F, W. Dodge; Standard 
Poor’s; Dun & Bradstreet. 

_ 1 Includes interest, taxes and wages. 2 Prices received divided by prices paid. * Be- 
ginning May 1956, data based on 330-area sample. 4 Excludes personal contributions 
to social security, included in components. 5 Includes wages and salaries and “other 
labor income,” 6 Includes grant-aid shipments, 7 Demand and time deposits adjusted 
to exclude U. S, Government and interbank deposits; and currency outside banks. 
8 Excludes Boston, Philadelphia, Chicago, Detroit, San Francisco, Los Angeles and 
New York. ® All member banks, 19 From Federal Reserve Banks, Weekly reporting 
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member banks, ! Gross national product, less change in business inventories, 13 For 
fiscal year beginning July 1. S-seasonally adjusted. A-annual rate. a-anticipated. 
For the III Quarter of 1957, revised anticipated outlays are: Total, 37.28; Manufac- 
turing, 16.21; and Nonmanufacturing, 21.02. For the IV Quarter: Total, 37.17; 
Manufacturing, 16,20; and Nonmanufacturing, 20.97. b-July, 1956 for monthly data; 
I Quarter 1956 for quarterly data, p-preliminary. r-revised. * End-of-month in- 
ventory, divided by sales during the month. +Debits (annual rate) divided by de- 
posits. {Diffusion index stated as the average duration in months of expansion or 
contraction, n.a.—Not available. 4 Chartbook of Current Business Trends, (Third 


Se Tue Conrerence Boarp, 1957. Copies available to Board Associates on 
es 
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No. 163—The Company and the Physically Impaired Worker 
No. 162—Sharing Profits with Employees 
No. 161—Selecting Company Executives 
No. 160—Executive Development Courses in Universities (Revised) 
No. 159—Trends in Company Group Insurance Programs 
No. 158—Labor Relations in the Atomic Energy Field 
No. 157—Preparing the Company Organization Manval 
No. 156—Time Off with Pay 
No. 155—Unionization Among American Engineers 
No. 154—Company Payment of Employees’ Moving Expenses 
No. 153—Improving Staff and Line Relationships 
No. 152—Employment of the College Graduate 
No. 151—Tuition Aid Plans for Employees 
No, 150—Handbook of Union Government, Structure and Procedures 
No. 149—Pension Plans and Their Administration 
' No. 148—Retirement of Employees 
No. 147—Company Health Programs for Executives 
No. 146—Company-Paid Sick Leave and Supplements 
to Workmen's Compensation 
No. 145—Personnel Practices in Factory and Office 
No. 144—Recruiting and Selecting Employees 
No. 143—Fringe Benefit Packages 
No. 141—Severance Pay Plans 
No. 140—Management Development 
No. 139—Company Organization Charts 
No. 138—Bulletin Boards 
No. 137—Escalators and the New BLS Index 
No. 136—Employee Magazines and Newspapers 
No. 135—Suggestion Systems 
No. 134—Cooperative Medical Programs 
No. 133—Employee Savings and Investment Plans 
No. 132—Stock Ownership Plans for Workers 
No. 131—Employee Induction 
No. 129—Communicating with Employees 
No, 128—Computing the Cost of Fringe Benefits 
No. 127—Union Security and Checkoff Provisions 
No. 126—Controls of Absenteeism 
No. 125—Information Racks—A New Communications Medium 
No. 124—Developments in Supervisory Training 
No. 123—Letters to Nonsupervisory Employees 
No. 122—Evaluating Managerial Positions 


the September Management Record 


Compensation as a Centralized Staff Activity—Despite the general trend toward 
decentralization in large companies, many firms have found that a centralized compensa- 
tion staff makes for better over-all control and efficiency. However, among the twenty- 
seven firms surveyed by The Conference Board, the centralized compensation staffs’ 
responsibilities range all the way from direct administration of approved pay plans to 
purely advisory duties. 


Improved Motivation through Published Personnel Policies—Charles R. Hook, 
chairman of the Armco Steel Corporation, states that if a company’s personnel policies 
are to be implemented all the way down the line, they must be put in writing and then 
published. In this article, he discusses how to go about writing these policies and the 
effect such published policies have had in the Armco organization. 


Rewarding the Outstanding Worker—How can a company reward outstanding 
ability at the rank-and-file level if there are no promotional opportunities or if the individual 
employee does not have the capacity for supervisory work? The Allen Manufacturing 
Company—believing that outstanding performance should always be recognized— 
devised a special merit increase plan that provides for an over-maximum rate for these 
employees. The plan is detailed in the article. 


Company Disability Pensions and Federal Disability Benefits— What has been 
the effect on private disability plans of the recent amendment to the Social Security Act 
that grants benefits to disabled employees? Is the amendment encouraging more com- 
panies to initiate their own plans? Or if they already have a plan, are companies revising 
their eligibility requirements to conform to federal requirements? 
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